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Corporate 
Profile 


Upton Resources is a junior oil and gas company committed to 
growth. Our strong production base in southeast Saskatchewan 
provides the engine for growth of natural gas in northwest 


Alberta and long life oil in North Dakota. Our record as oil and 


gas finders and an emphasis on efficient, low cost operations 


create the foundation for excellent shareholder value. 


_ NOTICE OF ANNUAL AND SPECIAL MEETING 
ee Rote The Annual and Special meeting of the shareholders of Upton Resources Inc. will be 
es held on Thursday, May 16, 2002 at 11:00 a.m. (MST) in the Roxy Theatre of the 


o. a SunLife Plaza Conference Centre, 2nd Floor, 140 - 4 Avenue SW, Calgary, Alberta. 
~ Shareholders are encouraged to attend. Those unable to do so should complete the 


form of proxy and forward to CIBC Mellon Trust Company at least 48 hours prior to 


the meeting. | 
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growth 
opportunities 


Strength: exploration, development, production, people 
Force: cash flow, earnings, size, flexibility 


Depth: land, diversity, opportunity, reserve potential 


Upton’s early success in North Dakota and northwest Alberta is the tip of the iceberg. Below the 
surface is Upton’s land holdings on prospective acreage and reserve potential in these exciting 
new areas. In North Dakota, Upton has had 100 percent success developing 10 sections of land 
with another 90 sections yet to drill. Every section has the potential for 500,000 to 1 million 
barrels of light, sweet oil as our 2002 program moves from 35 percent working interest to 75-100 
percent working prospects. Upton’s search for natural gas has resulted in a 13 of 20 success rate. 


December 2001 gas reserves are 8 billion cubic feet, but our vast land holding has potential for 


50 to 100 billion cubic feet. 


The visible portion of Upton’s assets are like the tip of the iceberg, representing only a fraction 


of the potential hidden below the surface, waiting to be unlocked. 
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Upton’s efforts in 2001 were aimed at diversifying Upton’s asset base. 
With oil and gas prices continuing at high levels, development drilling 
proved up the production base, while exploration efforts in the northern 
United States and northwest Alberta have positioned Upton for 

future growth. 


Surplus cash flow from southeast Saskatchewan funds exploration and 
development in North Dakota and northwest Alberta. In 2001 we 
increased unused debt capacity to $12 million, helping us acquire Empire 
Energy Inc. This acquisition further increases cash flow from southeast 
Saskatchewan and allows us to do more, sooner in our growth areas. 


In 2001, Upton’s exploration efforts concentrated on expanding activity 
in two new exploration areas. At Tracy Mountain in North Dakota, we 
drilled a new pool wildcat well in the shallower Tyler Sand reservoir and 
at Rocky Hill, North Dakota, we discovered a new pool. At the 
Larne/Bistcho area of northwest Alberta, Upton continued testing two 
gas zones, with a highly successful exploration drilling program. 


Our prime goal within the land group is to initiate and support the 
ongoing exploration and development efforts in our core areas. Our 
undeveloped land base in both northwest Alberta and Tracy Mountain, 
North Dakota grew significantly in 2001. At the same time, we 
maintained a strong position in southeast Saskatchewan. 


Keeping costs down is one of Upton’s top priorities. In North Dakota, we 
will cut operating costs in 2002 by constructing on-site water disposal 
facilities. And investment in facilities and gathering lines will ensure 
that our rapidly growing northwest Alberta natural gas production can 
be marketed at maximum netbacks. Our newly acquired production in 
southeast Saskatchewan will be assessed for efficiency improvements. 


In 2000 Upton embarked on a diversification Program. The ¢ following inforaation RESERVES (mmboe) 
“tracks our progress. CO . ee : — 
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lm Market mature properties ucts 2 NET WELLS DRILLED 
In March 2001 Upton sold southeast Saskatchewan properties for proceeds of on 
$7.3 million. 


™ Increase financial flexibility 
Kept debt in check. Available bank lines increased to $45 million, of which 


$12 million was unused and available for acquisition. 
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Highlights of 


2001 


FINANCIAL HIGHLIGHTS 


OPERATING HIGHLIGHTS 


$000s except per share amounts 2001 2000 % change 
Revenue 55,3235 56,616 (2) 
Cash flow from operations 30,345 29,100 4 
Basic cash flow per share 1.76 ae Ou 5 
Net earnings 8,532 10,925 (22) 
Basic net earnings per share 0.50 0.63 (21) 
Net capital expenditures 32,707 29,547 11 
Long-term debt including working capital deficit 33,145 30,119 10 
Shareholders’ equity 46,614 383275 22 
Net asset value 70,328 87,446 (20) 
Per share (10%) 4.10 5.09 (19) 
Price per boe realized 33.03 36.28 (9) 
Share price as of December 31 3.15 2.61 a 
2001 2000 % change 
Production 
Oil (barrels per day) 4,349 4,263 (2 
Gas (mmcfd) 1.441 - 100 
Total (boe per day) 4,589 4,263 i 
Established reserves (thousands boe) 11,383 10,858 5 
Total net land (thousands of acres) 231 75 32 
Wells drilled 
Gross wells 51.0 46.0 11 
Net wells 32.5 35.6 (9) 
Operating cost ($ per barrel) 4.10 3.80 8 
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MELTING AMID 9NN1 NDEPATING 
MEETING OUR 2001 OPERATING 


AND FINANCIAL TARGETS 


~ Maintain production base of 4,500 barrels 
of oil per day 
An active drilling program achieved average 
production of 4,589 barrels per day, 
up 7 percent over 2000. 


Cash flow $30 million ($1.75 per share) 
2001 cash flow totalled $30.3 million 
($1.76 per share). 


| Net income $8 million ($0.47 per share) 
2001-net income totalled $8.5 million 
($0.50 per share). 


Letter to the 


Shareholders 


THREE STRATEGIC OBJECTIVES - SET AND MET 


During 2001 Upton Resources stayed true to the three 
strategic objectives outlined in our 2000 Annual Report. First, 
we maintained a strong production base through an active 
drilling program focused on creating value through the drill 
bit. Second, we increased our financial flexibility by keeping 
debt in check, raising investment capital through divestiture 
of non-core properties and increasing unused debt capacity to 
$12 million. This financial flexibility was put to use in the 
first quarter of 2002 when Upton conducted a strategic 
acquisition. Third, we deployed our financial strength and 
exploration capability in a program to diversify our commodity 
mix and geographical position through natural gas exploration 
in northwest Alberta and expansion of exploration and 
development at our northern U.S. property group. Drilling 
results in northwest Alberta have exceeded our expectations, 
with individual wells flow-testing at up to 9 million cubic 


feet per day. 


In addition, Upton had excellent performance measured 
against our seven major corporate objectives and our financial 
and operating targets set for 2001 (please see pages 3 and 6). 
Average daily production increased by seven percent, while 
proved plus probable reserve additions totalled 4 million 
barrels. Upton ended the year with record cash flow, near- 
record earnings, a strong and diversified production base, 
improved debt capacity and significantly increased shareholder 
value, all of which position the Company for solid growth 

- in 2002. 


DIVERSIFICATION INTO 
HIGHER-IMPACT PLAYS 


Northern U.S. - 
Long-Life Light Oil - 


Upton’s five years of 


effort building a 
portfolio of properties 
around Davis Creek and Tracy Mountain in North Dakota is 
bearing fruit. Upton entered this area seeking high-quality 
light oil with a long reserve life and a very low decline rate. 
Upton is now a seasoned operator in this area, with a proven 
track record of managing all aspects of exploration and 
development in a cost- and time-efficient manner. In 2001 
Upton drilled 11 wells. We have grown net production to 603 
barrels per day at year-end 2001, adding 1.9 million barrels of 
proved plus probable reserves last year. Proven reserve 
bookings to date reflect a limited production history for most 
wells. However, after 22 months and over 100,000 barrels of 
production, our first Fryburg well at Davis Creek has flattened 
out at about 100 barrels per day, and will ultimately recover 


500,000 barrels under primary production. 


These successes prove Upton’s exploration, engineering and 
operational expertise. We are finished practising in North 
Dakota. With a land base of more than 56,000 net acres, we're 
ready to move into high gear and enhance corporate value. 
Upton has now assembled three adjacent properties — Davis 
Creek South, Rocky Hill and Square Butte - with an average 
working interest of 75-100 percent. This is more than double 
the average at Davis Creek and Tracy Mountain, multiplying the 
potential impact on Upton’s reserves and production. We are 
pleased with what we're seeing so far, as our first two wells at 
Rocky Hill came on production at a combined 360 barrels per 


day and are now in low decline at 185 barrels per day. 
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Northwest Alberta — Natural Gas — Drilling results at Upton’s 
new Larne/Bistcho play are exceeding expectations and in less 
than 18 months this raw exploratory area has been transformed 
into a powerhouse of growth. A series of transactions beginning 
in late 2000 enabled Upton to participate in this large area of 
under-explored lands prone to medium-depth Slave Point and 
Sulphur Point natural gas pools. During the 2000-2001 winter 
drilling season Upton participated in 13 (3.8 net) exploration 
wells with the primary aim of securing secondary licences over 


lands that were about to expire. 


The program helped secure 150,000 gross acres or more than 
230 sections of undeveloped lands, of which 61,826 acres (97 


sections) are net to Upton. Eight gross wells were successful 


During the 2001-2002 winter drilling season, which continues 
as this is written, Upton participated in seven (3.2 net) wells. 
Two wells were dry but five were successful, flow-testing at a 
combined 25.5 million cubic feet per day gross. Three of the 
five successful wells and three other previously drilled wells 
are being tied in. Initial production rates are usually half that 
of flow-tests, and Upton expects to realize net production by 
spring break-up of 5 million cubic feet (833 barrels of oil 
equivalent) per day. The winter program met Upton’s technical 


goals and exceeded our expectations for production volumes. 


Southeast Saskatchewan - Thanks to Upton’s many years of 


experience in this, our original core area, and our policies of 


Drilling results at Upton’s new play in Northwest Alberta are exceeding our 


expectations and in less than 18 months this raw exploratory area has been 
transformed into a powerhouse of growth. 


natural gas wells, an excellent success rate for exploratory 
drilling, and production net to Upton was 1.5 million cubic 
feet per day upon spring break-up in May 2001. This was an 
excellent start to our long-term program to develop 
Larne/Bistcho, creating an ample land base that statistically 
could support 50 net wells over the next five years. During the 
second and third quarters of 2001 Upton’s technical team 
conducted a detailed study employing geological mapping, 
production history from area wells and the analysis of 600 
kilometres of purchased 2-D seismic data. The study generated 


numerous drilling locations for the next drilling season. 


operating nearly all plays and maximizing working interests, 
we are one of the lowest-cost, most successful operators in 
this region of the Williston Basin. Our properties produce the 
maximum attainable cash flow through all phases of the 


commodity price cycle. 


Upton’s key producing properties of Midale, Melrose and 
Harthaven offer excellent development upside, while our 
detailed technical understanding of the area allows Upton to 
continue generating small but successful and profitable new 
plays, replacing reserves and maintaining a stable production 
base. Last year, Upton met its target to maintain average 


production at 3,900 barrels per day, even though southeast 


Saskatchewan required capital investment of only $9.9 million 
net of $7.3 million proceeds from the sale of mature, non-core 
properties, while producing operating cash flow of $31.9 
million. This generated a significant surplus available for 


reinvestment in Upton’s growth plays. 


OPERATING RESULTS 


Strong commodity prices going into 2001 spoke in favour of a 
balanced program of exploration and development drilling. 
Upton’s capital spending totalled $32.7 million and included 
51 (32.5 net) wells of which 19 (9.8 net) were exploration 


wells, and achieved an 85 percent drilling success rate. 


Upton produced an average of 4,589 barrels of oil equivalent 
per day during 2001 (net of a reduction of 235 barrels per day 
through the sale of non-core properties). Our diversification 
program is beginning to shift Upton’s production mix, with 
600 barrels per day of long life light oil coming from the 
northern United States and 1.4 million cubic feet (240 barrels 
of oil equivalent) per day of natural gas. Another 5 million 
cubic feet per day (833 barrels of oil equivalent per day) will 
be added in late March, early April. The new areas will account 
for more than 1,600 barrels equivalent per day, or 26 percent 
of expected second quarter average volumes of 6,100 barrels 


equivalent per day. 


FINANCIAL RESULTS 


During 2001 Upton’s operating costs were again among the 
lowest in the Canadian oil and natural gas industry. Our active 
hedging program, including price collars at floor prices of 


US$24-US$28 W.T.I. per barrel, exceeded second-half spot 


prices and helped maintain our field netbacks. These prudent 
measures helped Upton to generate cash flow of $30.3 million 
($1.76 per share) in 2001. Earnings were $8.5 million ($0.50 
per share), down slightly from 2000 due to higher depletion 

charges but exceeded our target of $8 million. Upton’s return 


on equity was 20 percent. 


Going into 2001 Upton was also determined to close the gap 
between our share price and our net asset value (NAV) per 
share. Thanks to the market’s growing recognition of Upton’s 
performance, favourable research coverage, and our normal 
course issuer bid program, Upton’s share price increased by 
20.7 percent from year-end 2000, to $3.15 per share on 
December 31, 2001. This helped to close the NAV gap and 
improved our share price to cash flow multiple, moving it 
closer to our peer group average. We are pleased with this 
progress, and we believe that our growing natural gas 
production in northwest Alberta and light oil in the northern 


U.S. will continue this trend. 


ACQUISITION OF EMPIRE ENERGY INC. 


In mid-March 2002 Upton announced an agreement to acquire 
Empire Energy Inc., a privately owned operator in southeast 
Saskatchewan producing about 1,700 barrels of oil per day. 
The $30.9 million transaction was funded through a 
combination of debt-funded cash and newly issued Upton 
shares. At time of writing, Empire’s board of directors had 
unanimously approved the transaction and holders of over 82 
percent of Empire’s shares had pledged to vote their shares in 
favour. The transaction remains subject to formal Empire 
shareholder approval at a special meeting in April, as well as 


regulatory approval. 


UPTON Resources Inc. 


The Empire acquisition offers Upton substantial additional 
production and development potential in an area we are 
intimately familiar with. As well, the acquisition includes an 
estimated 25-30 development drilling locations. Upton’s 
increased cash flow will help fund exploration and 


development of our expanding growth plays. 


2002 PLANS AND OUTLOOK 


With a successful conclusion to the Empire Energy Inc. 
acquisition, and based on a current forecast price of US$23 
per barrel W.T.I., Upton plans to drill 30 net wells during 
2002. Of these, 10 will be exploration wells and the balance 


In the northern U.S., Upton plans to drill 10 (5.3 net) wells at 
its North Dakota property group during 2002. This will include 
our first exploration wells at Davis Creek South and Square 
Butte, and our third well at Rocky Hill, a step-out from last 
year’s exploration discovery. Tracy Mountain and Davis Creek 
will support up to 12 further horizontal development wells. We 
now have 30 drillable locations in our near-term inventory, 
with an estimated total of 90-150 ultimate locations on our 


current land base. 


In northwest Alberta, we believe we are really at the tip of the 
iceberg. Upton’s drilling successes during the first quarter of 


2002 leave us excited about the great potential of the Larne- 


Our development drilling program in 2002 will be highly sensitive to commodity 


prices, but we will conduct a vigorous exploration program regardless of prices. 


development. Upton plans capital expenditures of $35.5 million 
and average production of 6,200 barrels of oil equivalent per day 
including eight months of Empire volumes. Upton is targeting 
cash flow of $33.3 million ($1.71 per share). Net earnings are 
targeted at $6.5 million ($0.33 per share) but we are striving to 
improve this result with greater reserve additions and lower 
depletion. Upton’s year-end production should approach 7,000 
barrels a day and produce approximately $10 million cash flow 
per quarter. Total year-end debt and working capital deficit is 
estimated at $53 million. Our hedging program continues, and 


protects our acquisition at favourable prices. 
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Bistcho play. Upton holds enough undeveloped land for 
multiple drilling seasons. We participated in a 95 kilometre, 
closely spaced 2-D seismic program covering more than two 
townships of 35-40 percent Upton lands. This will be a key 
tool for our technical team to develop next season’s drilling 
program. We are also investing in a gathering line and are 
working towards participation in an expanded Bistcho natural 
gas processing plant. This investment will enable us to process 
and market Upton’s production at reduced cost. Upton believes 
that future natural gas prices will be very strong, so we will 
maintain our focus on exploration, aiming to set up 
development opportunities that can expand our diversification 


to natural gas. 


In southeast Saskatchewan, we will maintain our strategy of 
stable production and maximizing cash flow by continuing 
development of our main producing properties, including 
Empire's prolific Kisbey pool at Harthaven, drilling our new 
exploration plays and continued prospecting of the region’s 


shallow Mississippian potential. 


Finally, given the numerous large corporate acquisitions in 
2001, we believe 2002 will yield excellent opportunities for 
cost-effective acquisitions of producing properties and/or 
companies. Upton will continue to actively seek suitable 
options to growing the Company through acquisitions within 


our three current core areas. 


As Upton enters its 15th year of operations, we are very well 
prepared for 2002 and beyond. We are operationally and 
financially poised to attain significant growth through 
exploitation of Upton’s and Empire’s properties in southeast 


Saskatchewan and expanded programs to continue 


diversification in the northern U.S. and northwest Alberta. I 
would like to extend sincere thanks to Upton’s team of 
management, head office employees and field staff, who 
worked diligently throughout the year to implement our 
strategic objectives and to maintain Upton as an efficient and 


profitable producer. 


On behalf of the Board of Directors, 


Sere 


G. Scott Dutton 


President and Chief Executive Officer 


March 27, 2002 
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Review of 


Exploration and Operations 


2001 DIVERSIFICATION STRATEGY 


Upton is in the midst of a multi-year program to diversify its 
play areas and commodity mix. This diversification is fuelled 
by the Company’s strong cash flow from its low-cost production 
of light and medium crude oil in southeast Saskatchewan. 
Upton’s new play areas have been selected to offer more 
favourable reservoir and operating conditions and greater 


upside potential. 


Upton’s North Dakota properties have oil pools with a similar 
geology to those in southeast Saskatchewan, but with lower 
decline rates and longer reserve life. Upton’s work at three 
new, high-working interest properties should provide years of 
exploration and development drilling with strong upside. 
Northwest Alberta offers a vast area of under-explored natural 
gas-prone lands - a new commodity for Upton. Following a 
successful program of land validation in 2001, Upton is 
putting together a multi-year natural gas exploration and 


development program. 


The Company's 2001 capital program focused on exploratory 
drilling of its new play areas while maintaining overall 
production at a targeted average of 4,500 barrels per day 
through development drilling at key properties in southeast 
Saskatchewan and at Davis Creek, North Dakota. Upton’s 
continued focus on cost control achieved an average operating 
cost of $4.10 per barrel of production, among the lowest in 
the Canadian oil and natural gas industry, helping to maintain 


strong netbacks as commodity prices softened late in the year. 
LAND 


Upton’s land program has been at the forefront of the Company's 
diversification strategy. Expenditures of $4.0 million during 
2001 yielded a total of 89,937 net acres of new undeveloped 
lands, the majority located in northwest Alberta and North 
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Dakota. The average crown sale price was $36 per acre in 
southeast Saskatchewan, $19 per acre in northwest Alberta 
and CDN$40 per acre in North Dakota. At year-end, Upton’s 
undeveloped land base totalled 202,158 net acres at an 


average working interest of 63 percent. 


In southeast Saskatchewan, Upton’s land acquisition approach 
is very site-specific. Although the region has been heavily 
explored and produced, it continues to yield good, small 
exploratory plays typically covering 80-320 acres. Upton seeks 
to acquire high working interests over such blocks where the 
technical team has first developed a solid exploration lead. 
Last year, Upton acquired land in several newly identified 
exploration prospects. At year-end Upton held 80,634 net 
acres of undeveloped lands in southeast Saskatchewan at an 


average working interest of 78 percent. 


In North Dakota, Upton’s land program aimed to acquire 
significant blocks of high working interest lands in Tyler and 
Fryburg fairways near Upton’s initial focus areas at Tracy 
Mountain and Davis Creek. Upton’s interest is drawn by 
geological mapping and 15-20 year old vertical wells that still 
produce 10-25 bopd at a very low decline rate. Most of the 
area's mineral rights are freehold, with smaller amounts of 
state and federal lands. Upton’s North Dakota land acquisition 
program has required great effort, but has been highly successful. 
Upton currently holds 33,000 net acres of undeveloped lands 
at Rocky Hill, Tracy Mountain, Davis Creek and Square Butte, 
for the most part in large, contiguous blocks with an average 
working interest of 78 percent. This has set up multiple years 
of exploration and development with strong upside potential. 
Land acquisition will slow down during 2002, aiming 


principally to consolidate and validate existing properties. 


Upton’s initial activities in northwest Alberta were primarily 
land-driven as the Company seized the opportunity to acquire 


an interest in a large area of under-explored, natural gas-prone 


: Upton’s : 2001 “ania & program ame to validate expiring = NET LAND HOLDINGS 
s into second-term, ee licences. The tenet (000 ACRES) 


RNa ach 


exploration and development prospects. Up 


“Undeveloped ge 


Gross _ Net 
194,266 150,548. 
200,708 89,937 

66,941 38,327 
328,033. 


SOUTHEAST SASKATCHEWAN 


/ 


: 


UPTON LAND i= 


PRODUCING PROPERTIES. @ 
PROSPECTS * 


The cash flow engine of 
Uptonis its southeast 
Saskatchewan_properties. 
Upto continues to be 
one\ of the lowest-cost, 
most successful operators 
in the area, thus 
maximizing attainable 
cash flowfrom these 
properties throughout the 


commodity price cycle. 
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REVIEW OF CORE AREAS AND KEY PROPERTIES 


© Southeast Saskatchewan 

The low-risk, shallow-depth Mississippian oil pools of the Williston Basin in southeast 
Saskatchewan provide the backbone of Upton’s production and cash flow. Upton has been active 
here since its inception 15 years ago. The technical team’s detailed understanding of the region’s 
geology and reservoir characteristics allows Upton to drill at a very high success rate. Upton’s 
southeast Saskatchewan properties produced an average of 3,940 barrels per day of crude oil 
during 2001. This low-cost production generated most of the Company's cash flow, funding 


development of Upton’s two new core areas. 


During 2001 Upton focused drilling at Melrose, Midale and Harthaven, its main development 
properties, and conducted work on a number of promising exploration prospects. Upton 

divested mature producing properties that offered little further upside, raising cash for 
reinvestment. Late in the year the Company initiated a waterflood at Willmar, a mature property 
with a reservoir amenable to this proven, low-cost secondary recovery technique. Waterflood 
can boost the recovery factor of the oil in place, generating a substantial gain in remaining 
reserves. Upton’s waterflood at Benson, launched in 1999, showed positive results last year, 
shifting the property's production profile from gradual decline to slight increase. The waterflood 


is expected to yield new drilling locations as reservoir pressure rebuilds. 


Southeast Saskatchewan demonstrates 


7 


Upton’s expertise in-bringing on low cost 


tow risk, high netback production. 


Frobisher Stacked 


Reservoir Zones 


Midale 
Midale is now Upton’s largest producing property in southeast Saskatchewan and was 

the most active area in last year’s development drilling program. The program’s success 
demonstrates Upton’s expertise in bringing on low cost, low risk production. This 100 percent 
Upton play into the Frobisher carbonates was assembled in 1997 and 1998, covering approximately 
20,000 net acres. Last year Upton drilled 10 net development wells at Midale, all but one 
successful producers. Production averaged 1,081 barrels per day in 2001, and year-end reserves 
totalled 2.2 million barrels proven plus probable. A further 12 development locations remain to 


be drilled on this property. 


Melrose 

Melrose is an excellent example of Upton’s exploration expertise and development model at work. 
In February 2000 Upton drilled a vertical test at 7-25-9-8W2 as a southern extension to the 
existing Melrose pool. The well confirmed the potential for horizontal well development to the 
south. Last year Upton drilled four horizontal wells, boosting production to 600 barrels per day 
at year-end. Reserves at year-end totalled just under 1 million barrels proven plus probable. 
Melrose is an example of the importance of setting up water handling in advance of development 
in order to ensure low operating costs. Upton plans to drill a further two wells at Melrose during 


_ 2002, including one exploration well and one development well. 


Thin stacked carbonate 


shoal deposits within 

the Frobisher Formation 
form oil accumulations 
through a combination 
of-structural and 
stratigraphic trapping. 
Upton has been 
successfully exploiting 
these reserves by \drilling 
horizontal wellbores up to 


1,000 metres in length. 
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NORTHWEST ALBERTA — LARNE/BISTCHO 


Upton’s extensivedand 
base i5>well pla¢edyalong 
an under-explored 
fairway of Devanian-aged 
carbonate reservoirs 
stemming from_Zama, AB 
to Cameron Hills, NWT. 
Exploration su¢cess will 
generate development 
opportunities and give 
Upton a significant 
natural gas component ‘to 


its production profile. 
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UPTON LAND aa 
GAS POOLS 


Steen River \ 
Meterorite 
\ Impact Crater 


Slave Point Bank 


™ Northwest Alberta — Larne/Bistcho 

Assembling the Play 

In 2000, Upton set a goal to complement its oil production with natural gas. Towards year-end, 
the Company became a partner in a non-operated joint venture in northwest Alberta that 
allowed Upton to participate in exploring a large block of expiring exploration acreage. The 
target was natural gas-bearing Devonian-aged carbonate reservoirs lying at 1,200-1,400 metres 
depth. Successful wells in the region typically flow at initial rates of 2-5 million cubic per day 
and can yield reserves of 2-5 billion cubic feet. The targets are seismically defined basement 
anomalies of Sulphur Point porosity developments below fairways of Slave Point bank 
accumulations. In late 2000 Upton commenced a series of acquisitions, farm-ins and non- 
operated drilling that carried into 2001. 


2001 Program 

Upton’s initial activity at Larne/Bistcho was its participation in 13 gross (4.5 net) wells to 
validate lands on expiring Crown licenses. Eight (2.6 net) of these wells were natural gas 
discoveries, of which five (1.4 net) were completed for production by 2001 spring break-up. 
Upton exited the 2001 drilling season with net 1.5 million cubic feet (250 barrels of oil 
equivalent) per day. The wells retained more than 150 gross (50 net) sections of land, for a 
total of 32,158 net acres as of season’s end in spring 2001. Upton was pleased with these 
results, having created a major exploration platform and realized the Company's first natural 
gas production in Alberta in less than six months of activity. 


Over the summer of 2001, Upton’s technical team purchased nearly 600 kilometres of 2-D 
seismic data and conducted an integrated geologic/geophysical assessment that generated 
eight high-grade drillable prospects for the 2001-2002 winter drilling season. Late in the year 
Upton purchased 23 sections of land at 100 percent working interest and a further 35 sections 


at an average 37.7 percent working interest, which the Company plans to evaluate for future 
exploration and development locations. 


Upton has excellent exploration 
potential at Larne/Bistcho. 
Only about 15, percent 

‘of Upton’s lands have 

been developed. 


Sulphur. Point Pools 


Over the 2001-2002 winter drilling season Upton participated in 7 gross 
(3.2 net) exploration wells in a $7 million capital program. Each of the widely 

separated wells was targeting seismically defined anomalies that would test porosity in the 
Slave Point and/or Sulphur Point reservoirs. Upton operated one well, which was dry. The 
program was a success, with wells testing as high as over 8 million cubic feet per day. Six wells 
(2.4 net) are being tied into production as of April 2002, with expected net production to 
Upton at 5 million cubic feet (833 barrels of oil equivalent) per day. Upton has booked 6.8 


billion cubic feet of natural gas reserves as of year-end 2001. 


Going Forward 

Upton has excellent exploration potential at Larne/Bistcho. Upton holds a large land base valid 
for at least four more years. Only about 15 percent of Upton’s northwest Alberta lands have 
been developed. Existing seismic data have defined at least 10 drilling locations and Upton is 
participating with partners on a new 95 kilometre program this winter. Future trade seismic 
purchases are planned and additional data may be acquired to further evaluate the Company's 
61,826 net acres of land. Exploration will set up development opportunities that can be 
brought on-production as market conditions warrant. Development drilling will depend on 


exploration results and commodity prices. 


Upton is also taking steps to transform the current farmed-in, joint-venture arrangement in 
northwest Alberta into the Company's normal business model of high working interest, 
operatorship and plant ownership. As the Company's average working interest increases, Upton 
foresees operating more and more of its exploration and development program. For 2002 Upton 
has budgeted total spending of $6-8 million at Larne/Bistcho for capital investment in the 
Cameron Hills gas gathering pipeline and the Bistcho natural gas processing plant, at which 
expanded capacity is planned. Facilities ownership will enable Upton to reduce processing and 


gathering costs and ensure that new natural gas discoveries can be brought on-production as 


quickly as possible. 


Natural gas reservoirs 


within the Slave Point 
and Sulphur Point 
formations can be 
targeted with 
ansintegrated 
geological/geophysical 
model. Seismic data 
plays an important role 
in identifying) structural 
anomalies, geologic 
mapping identifies 
potential reservoir 


fairways. 
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NORTH DAKOTA, TRACY MOUNTAIN REGION 


An aggressive land 
acquisition program 
has enabled Upton to 
assénible large blocks of 
high} working interest 
lands along identified 
oil-prone fairways. 
Upton plans te<use its 
experiencé.and success 
established; at Davis 
Creek to exploit 


these lands. 
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© Northern U.S. 

After spending several years assembling land and identifying drillable prospects in the Tracy 
Mountain and Davis Creek region of North Dakota, Upton’s program to explore and develop the 
Fryburg and Tyler zones shifted into high gear in 2000. Upton’s program accelerated further in 
2001, with a $13.9 million, 11-well program that increased production to 603 barrels per day 
net at year-end. 


Upton is targeting medium-depth sands and dolomites that offer lower decline rates, longer 
reserve life and greater reserves per successful well than the typical horizontal plays in 
southeast Saskatchewan. Although portions of this region had been vertically developed by 
others, the application of horizontal well technology within this oil-prone region offers 


improved reserve recovery and economic success. 


The Tyler zone is a Pennsylvanian age sand lying at an average depth of 2,600 metres, which is 
developed mainly using vertical wells that typically flow at an initial rate of 150-260 barrels 
per day. The Fryburg is a low permeability but high porosity dolomite at 2,800 metres that is 
amenable to horizontal drilling. Successful wells typically flow at an initial rate of 200-250 
barrels per day. Each zone produces a high-quality, light crude (35° API for Tyler and 42° API 
for Fryburg) that receives an excellent wellhead price. 


As drilling began at Tracy Mountain and Davis Creek, Upton worked aggressively to assemble 
new prospective land blocks at higher average working interest. By year-end 2001 Upton had 
increased its undeveloped lands to more than 66 net sections (42,206 net acres), principally at 
Rocky Hill, Davis Creek South and Square Butte. Upton holds 7,800 net acres of land at Rocky 
Hill at 100 percent working interest, 3,879 net acres at Davis Creek South at an average 


The Tracy Mountain/Davis Creek 


f \ 


, area demonstrates 


Tyler Sandstone 


Upton’s ability. 


to transfer its 
southeast Saskatchewan 

Fryburg 

Dolomite: 


Mississippian expertise 


to other areas. 


working interest of 82 percent, and 13,121 net acres at Square 


Butte at 100 percent working interest. These new prospects offer Upton years The Mississippian Fryburg 


of exploration and development activity, with the added upside of a greater impact on pools form through 


production and reserves due to the higher working interest. "leet ppc 


stratigraphic trapping 


Upton’s northern U.S. properties will continue to require considerable capital investment over 
covering large areas. 


the medium term. An important initiative in 2002 will be to reduce operating costs through 
They are overlain by the 


investment in water disposal facilities. Three sets of surface facilities will be constructed and 
: barrier bar/and channel 
one low-producing vertical oil well will be converted to disposal. This will reduce Upton’s 
annual operating costs by more than CDN$500,000. During 2002 Upton plans to drill 10 (5.3 
net) wells in the northern United States property group, including the Company's first 
exploratory wells at Davis Creek South, which offers potential in both the Tyler and Fryburg. 


Upton is targeting U.S. production of 1,000 barrels per day by year-end 2002. 


sand deposits*of the 
younger, highly 
prolific Pennsylvanian 


Tyler Sands. 


Tracy Mountain —- Tyler Zone 

Upton entered the Tracy Mountain area in 1996 by acquiring 7,000 net acres of federal lands at 
47.5 working interest within the very productive Tyler sand fairway. In 2000 Upton drilled a 
new Tyler pool discovery. Last year the Company drilled one (0.475 net) well to delineate the 
new pool. The well was low and wet, and will be used for future pressure maintenance. Upton 
also drilled a successful horizontal well offsetting the Tracy Mountain South Tyler unit. This one 
mile unit was brought on production at 190 barrels per day, and continues to produce at 160 


barrels per day at less than 2 percent watercut. 


Tyler reserves net to Upton are estimated at 723,000 barrels proven plus probable. Upton 
continues to acquire additional lands at Tracy Mountain. Upton plans to drill four (1.9 net) 
wells targeting the Tyler in 2002 as well as test the Tyler zone in an existing Fryburg producer. 
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Davis Creek — Fryburg Zone 

Davis Creek is a major success story for Upton, which is operator and holds an average working interest of 41 
percent. After seeing its first Fryburg horizontal well in 2000, Davis Creek is now in an advanced development 
stage, with 13 (4.4 net) horizontal wells. The decline curve of the typical Fryburg horizontal well flattens 
considerably after the first year’s decline, with production stabilizing at 80-100 bopd. Upton has booked 2.4 


million barrels of proven plus probable reserves from Davis Creek. 


Upton has 12 further development locations in inventory at the current average 320 acre spacing. The Company 


plans two horizontal development wells in 2002. 


Rocky Hill - Fryburg Zone 

Drawn to this area by the low decline performance of offsetting vertical wells and its similar geology to Davis 
Creek, Upton began assembling land at Rocky Hill in 1999. By 2001 Upton held 7,827 net acres of 
undeveloped land at 100 percent working interest. Last year the Company drilled one 100 percent horizontal 
well into the Fryburg reservoir, and one 50 percent working interest well, which extended the potential pool 
boundary by 6 miles to the north. During 2002 Upton plans to begin development of the contiguous land 


holding between the two existing horizontal wells by drilling a 100 percent step-out well. 


Davis Creek South —- Tyler and Fryburg Zones 

About five miles south of the main production area, Upton has been leasing land that holds potential in both 
the Tyler and Fryburg zones. To date the Company has acquired 3,879 net acres of land at an average working 
interest of 82 percent. In 2002 Upton plans to drill one horizontal well into the Fryburg at this new property, 
called Davis Creek South. 


Square Butte - Fryburg Zone 

The Square Butte prospect sits 18 miles west of Davis Creek. Upton continues to acquire land in the area to 
augment its 13,121 net acres of 100 percent-held undeveloped land. Later in 2002 the Company plans to drill 
a seismically defined anomaly, its first well at this new property. This area holds potential in up to four 


different Fryburg reservoir zones. 


STATISTICAL REVIEW 
2001 Drilling Program 


Strong commodity prices going into 2001 prompted Upton to focus much of its $32.7 million capital spending 
on development drilling, moving reserves to the proven producing category and increasing production over 
2000. Exploratory drilling set up development programs, generated new production in the northern U.S. 
properties, helped to maintain development inventory in southeast Saskatchewan and validated lands for 


longer-term exploration and development in northwest Alberta. 


During 2001 Upton drilled a total of 51 gross (32.5 net) wells at an average working interest of 64 percent. 
Of the total, 19 (9.8 net) were exploration wells and 32 (22.7 net) were development wells. The program 
resulted in 23.0 net oil wells, 2.6 net natural gas wells, 4.9 net dry holes and 2.0 net disposal wells. Upton 


achieved a success rate of 50 percent on exploration wells and 100 percent on development wells. 


2001 Drilling Results 


Development Total Total Grand Total 
Horizontal Vertical Development Exploration 

Wells Gross Net Gross Net Gross Net Gross Net Gross Net 
Oil 26 Ae 7/ 3 2.0 29 20.7 3 (2c) 32 23.0 
Gas 0 0.0 0 0.0 0 0.0 8 2.6 8 2.6 
Dry 0 0.0 0 0.0 0 0.0 8 4.9 8 4.9 
Other 0 0.0 3 2.0 3} 2.0 0 0.0 3 2.0 

Total 26 Loo 6 4.0 32 22m, 19 9.8 Bil 32:5 
Operated 24 13.5) 6 4.0 30 2283 7 6.2 3i/ 28.5 
Non-Operated 2 0.4 0 0.0 2 0.4 12 3.6 14 4.0 
Success Rate 100% 100% 100% 100% 100% 100% 58% 50% 84% 85% 
Average Interest 72% 67% 71% 52% 64% 


Production 


Production averaged 4,589 boe per day during 2001, an increase of 7 percent over 2000 volumes and above 
the Company's production target for the year. Upton’s first-ever natural gas volumes, averaged 1.4 million cubic 
feet per day (240 boe at 6:1 conversion) in 2001. Upton exited 2001 with December production at 4,575 boe 
per day. 


Major Producing Properties 


BOE Current 2001 2000 1999 

Mar 2/02 Volume % of Total Volume % of Total Volume % of Total 
SE Saskatchewan 3/812 3,940 86% 4,067 95% 3,414 97% 
US Properties 601 510 11% 196 5% 108 3% 
NW Alberta 135 139 3% 0 0% 0 0% 
Total 4,548 4,589 100% 4,263 100% 3,522 100% 


Major Properties Drilling Summary, Production, Land, Average Working Interest and Crude Quality 


Area 2001 Drilled Wells 2001 Average Production Net Undeveloped Average WI Crude Quality 
Gross Net BOEPD % of Total Land, Acres %o API, deg 

SE Saskatchewan Za) (aol 3,940 86% 80,634 81% 29 - 37 

US Properties ial 4.9 510 11% 59,698 45% 40 

NW Alberta 13 4.5 139 3% 61,826 19% 

Total Bil 32.) 4,589 100% 202,158 
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Reserves 


Upton’s development-focused 2001 program moved a substantial volume of reserves from the probable to the 
proven producing category, while identifying new reserves through exploratory drilling. At December 31, 2001 
Upton’s reserves totalled 14.1 million barrels of oil equivalent. Of this amount, 6.8 million barrels were proven 


producing, 1.9 million barrels were proven undeveloped, and 5.4 million barrels were probable. 


Reconciliation of Changes in Reserves 


Oil, mstb Gas, mmcf BOE, mstb (Gas 6:1) 

Proven Probable Total Proven Probable Total Proven Probable Total 
Balance Dec. 31, 2000 8,864.9 3,986.2 12,851.1 = = = 8,864.9 3,986.2 12,851.1 
Additions 1,664.3 1,161.7 2,826.0 PPK) AAVBV(AS) Tiss 3) 2,039.0 1,984.7 4,023.7 
Sale of Reserves (705.0) (263.1) (968.1) - - - (705.0) (263.1) (968.1) 
Revisions of Prior Estimates (27.7) (314.0) (G7) ROs50 210.0 1,245.0 144.8 (279.0) (134.2) 
2001 Production (1,587.3) - (1,587.3) (525.8) - (525.8) (1,674.9) = (16749) 
Balance December 31, 2001 8,209.2 4,570.8 12,780.0 (hairs AWA AO) © 1/52) 0) pi! 8,668.7 5,428.8 14,097.5 


Reserve additions during 2001 totalled 4 million barrels, of which 2 million were proven and 2 million were 
probable. Reserve additions represent 238 percent of 2001 production. The majority of Upton’s reserve 


additions occurred at the Company’s northern U.S. and northwest Alberta properties. 


Major Properties Reserves and Net Present Value 


: : 2001 Year-end Reserves Net Present Value*, $000s 
Area Proven Probable Total %, of Total Established % of 
Total Proven Established 
SE Sask 6,423 (2, fAS\3} 8,676 62% 58,019 65,612 74% 
US Properties 1,900 2,340 4,240 30% 13,965 19,537 22% 
NW Alberta 346 836 1,182 8% 2,055 3,495 4% 


Total BOE 8,669 5,429 14,098 100% 74,039 88,644 100% 


* Estimated future net revenues before Saskatchewan Capital taxes and income taxes, discounted at 12%, as evaluated in the Reserves Evaluation. 


The exploratory nature of Upton’s new production in the northern U.S. and northwest Alberta has a short 
production history. This mandates a gradual approach to booking new reserves. Upton has to date booked a 
total of 6.9 billion cubic feet of natural gas reserves in northwest Alberta and 4.2 million barrels of crude oil 
reserves at the northern U.S. property group. Upton’s reserves picture in these areas should clarify as 


development continues and the well production history lengthens. 


Upton subjected 100 percent of its 2001 reserves base to independent evaluation by Paddock Lindstrom and 
Associates Ltd., independent reserves engineers. Upton’s year-end established reserves base provides a reserve- 


life index, based on average 2001 production, of 6.8 years. 


Reserve Life Index and Reserve Replacement Ratio 


2001 2000 1999 
Reserves Comparison (mboe) (mboe) (mbbls) 
Proven (mbbls) 8,669 8,865 8,920 
Probable (mbbls) 5,429 3,986 4,023 
Total (mbbls) 14,097 12,851 12,943 
Established 11,383 10,858 10,931 
Q4 Annualized Production (mbbls) 1,670 1,645 eer 
Reserve Life Index 
Proven (yrs) 5o2 AE Sef) 
Established (yrs) 6.8 6.6 7.0 
Total Proved and Probable (yrs) 8.4 7.8 8.3 
Reserve Additions, Net of Revisions 
Proven (mbbls) 2,184 17505 a 1e2 
Established (mbbls) 3,036 1,487 1,326 
Total Proved and Probable (mbbls) 3,890 1,468 1,470 
Reserve Replacement Ratio 
Proven 1.3 0.9 0.8 
Established 1.8 0.9 0.9 
Total Proved and Probable 2.3 0.9 0.9 


In terms of valuation, Upton’s reserve additions were offset by the softening in crude oil prices during 2001. 
The starting year WTI assumption was $27.00 for the December 31, 2000 valuation, averaging $24.50 over the 
first 10 years, and $21.00 in 2001, averaging $23.07 over the first 10 years. The Company's Net Present Value 
of established reserves, before taxes, using escalated prices, discounted at 12 percent, totalled $88.6 million 
at year-end 2001. The reduction from the value of $107.6 million calculated at year-end 2000 was due mostly 
to scaling back the escalating price curves. The following two tables provide a detailed comparison of Net 


Present Values. 


Upton Resources Inc. Escalated NPV Comparison 


Present Value of Future Cash Flow ($ millions) 


2001 2000 
Discounted at 0% 10% 12% 15% 0% 10% 12% 15% 
Total Proven 114.3 78.4 74.0 68.5 14 98.3 93.2 86.8 
Probable 61.0 32.5 29.2 25.3 56.0 31.4 28.8 25.6 
Grand Total Proven and Probable 175.3 110.7 103.2 93.8 197.1 129.7 122.0 112.4 
Established 144.8 94.6 88.6 81.2 169.1 114.0 107.6 99.6 


Note: Estimated future net present value before income taxes and Saskatchewan Capital tax from the Reserves Evaluation. 
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Upton Resources Inc. Constant Dollar NPV Comparison 


Present Value of Future Cash Flow ($ millions) 


2001* 2000* 
Discounted at 0% 10% 12% 15% 0% 10% 12% 15% 
Total Proven 108.8 76.2 72.2 67.0 VWs) AAS). 7/ dS 7E4 126.8 
Probable 54.3 29.8 26.9 23.4 91.7 51.8 47.6 42.4 
Grand Total Proven and Probable 163.1 106.0 99.1 90.4 309.5 197.5 185.0 169.2 
Established 135.9 91.1 85.7 78.7 2O3e/ 171.6 oily? 148.0 


eS 


*2001: Oil $29.51/bbl CDN ($21.00 US WTI), Gas $3.39/MCF CDN 
*2000: Oil $43.87/bbl CDN ($31.86 US WTI 


Note: Estimated future net present value before income taxes and Saskatchewan Capital tax from the Reserves Evaluation. 


Crude Oil & Natural Gas Escalating Price Forecast as of January 1, 2002 


Year WTI @ Cushing CDN/US$ WTI @ Cushing EDM Ref Price Henry Hub AECO “C” 

US$/bbl Exchange rate CDN$/bbl CDN$/bblL US$/mcf CDN$/mcf 
2002 $ 21.00 0.630 333)3 Bizet 2.85 3.76 
2003 21.50 0.640 33.59) B25) Be25 4.30 
2004 21.93 0.650 Bara 32.68 3.40 4.43 
2005 22237 0.650 34.41 35255 3.45 4.50 
2006 22.82 0.650 35.10 34.00 oO) 4.56 
2007 232i 0.650 35.80 34.68 Bao// 4.65 
2008 23.74 0.650 80.52 35),33// 3.64 4.74 
2009 24.21 0.650 3/25) 36.08 35/11 4.84 
2010 24.70 0.650 37.99 36.80 3.79 4.93 
2011 25.19 0.650 38.75 BVE54 3.86 5.03 
2012 25.69 0.650 39.53 38.29 3.94 Bails) 
2013 26.21 0.650 40.32 39.05 4.02 Ses 
2014 Z20niS 0.650 G3 39.83 4.10 5.34 
2015 Zi foil 0.650 41.95 40.63 4.18 5.45 
2016 $ 27.81 0.650 42.79 41.44 4.27 52S) 


COST CONTROL AND OPERATING NETBACKS 


The record levels of industry field activity during 2000 and early OPERATING COSTS 
($/BARREL) 


2001 triggered price increases for all categories of exploration and 
development-related work, and Upton was not completely immune 
to this trend. However, the Company’s never-ending focus on cost 
control stood the Company in good stead as Upton maximized its 


netbacks by keeping down those costs within its control. 


Upton’s record of low operating costs continued through 2001. 
Operating costs averaged $4.10 per barrel of production, one of the 
lowest rates in the Canadian oil and natural gas industry. Upton’s 
five-year average operating cost is $3.89 per barrel. This comes 
about largely through the rigorous, day-to-day internal management 


decisions that constantly focus on reducing costs. 


Cash Netback and Operating Cost Summary 


($/bbl) 2001 2000 1999 1998 1997 
Cash Netback 18.13 18.64 8.94 7.66 12.94 
Operating Cost 4.10 3.80 4.22 3.68 3705 


Efficient disposal of produced water is the single most important aspect affecting operating costs in southeast 
Saskatchewan. Mature Mississippian wells generate several times as much water as crude oil. Upton ensures 
that required disposal wells and surface facilities are in place as soon as development drilling brings on major 
production. During 2001 this strategy once again paid dividends, minimizing water disposal costs in the 
Company’s primary producing area. Now that production at Upton’s northern U.S. properties has grown to a 
substantial level, the Company will develop water disposal systems there in 2002. To date water has been 


trucked away, and the change-over will reduce unit operating costs in this core area. 
2002 CAPITAL PROGRAM 


Upton’s array of excellent opportunities, underpinned by the Company’s unprecedented financial strength, 
provide the foundation for a very active exploration and development program going forward. Commodity price 
volatility dictates that Upton remain flexible in its approach, and accordingly Upton’s 2002 capital program 
will be price-sensitive. Exploration drilling will remain relatively constant, receiving approximately $11 million 
of capital to pursue new prospects and identify new reserves in all three core areas. Development drilling will 
be highly responsive to market conditions, as the Company prefers leaving reserves in the ground to producing 


them at low prices. 


At March 2002, Upton forecasts an average crude oil price of US$23 per barrel of W.T.I. and an average 
fieldgate natural gas price of $3.30 per thousand cubic feet for the year. At these prices, Upton’s capital 
expenditures will total $35.5 million, funding drilling of 30 net wells, plus an additional $31 million to fund 
the Empire acquisition, enabling the Company to boost production to an average of 6,200 boe per day for the 


year, including a targeted average 3.4 million cubic feet per day of natural gas. 
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Discussion and Analysis 


(all tabular figures in thousands of dollars, unless otherwise noted) 


The highlights of Upton Resources Inc.s financial 


performance for the year ended December 31, 2001 


are summarized as follows: 
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HIGHLIGHTS 


w Basic cash flow from operations increased 4 percent from 2000 to $30.3 million, while 


cash flow per share was 5 percent higher at $1.76. 


m Daily average sales volumes increased by 7 percent to 4,589 barrels of oil equivalent (boe) per day from 


the 2000 total of 4,263 boe per day. Gas is converted at a rate of 6 thousand cubic feet (mcf) to 1 boe. 
m Cash netbacks decreased 3 percent in 2001 to $18.13 per boe from $18.64 in 2000. 


m Revenue remained relatively stable at $55.3 million compared to $56.6 million, on sales 


of 1.7 million boe. 
m Prices net of hedges realized during 2001 decreased 9 percent to $33.03 per boe. 
m Production costs increased 8 percent to $4.10 per barrel. 


m The depletion and depreciation provision of $16.4 million was 32 percent higher than 2000's 
$12.4 million. 


m Upton realized earnings of $8.5 million or $0.50 basic per share compared to earnings of $10.9 million 


or $0.63 basic per share in 2000. 
m The debt to trailing cash flow from operations ratio at year-end 2001 remained at 0.9 to 1.0. 
m Net capital expenditures were $32.7 million, up 11 percent from 2000. 
m Reserve additions, net of revisions and sales, were 2.9 million barrels; and 


m Finding and development costs were $11.13 per barrel in 2001, for a three-year average of $15.20 per 


barrel based on total proved and probable reserves. 
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Operating Income 


2001 2000 % change 1999 
Oil sales 52,480 63,906 (18) 33,234 
Gas sales 1752 0 100 0 
Total oil and gas sales 54,231 63,906 (15) 33,234 
Hedge 1,092 (7,290) 114 (2,095) 
Net realized oil and gas revenue 55,323 56,616 (2) 31,139 
Royalties 11,229 14,242 (21) 8,172 
Production expenses 6,867 5,926 16 5,428 
Operating income 37,227 36,448 2 17,539 
Netbacks ($ per boe, unless otherwise stated) 
Oil sales ($ per barrel) 33.06 40.96 (19) 25.85 
Gas sales ($ per mcf) 3.33 0 100 0 
Total oil & gas sales 32.38 40.96 (21) 25.85 
Hedge price 0.65 (4.68) 114 (1.63) 
Total sales price per boe (6:1) 33.03 36.28 (9) 24.22 
Royalties 6.70 G23 (27) 6.36 
Production expenses 4.10 3.80 8 4.22 
Operating netback 22.23 23039 (5) 13.64 


Upton’s operating income increased 2 percent to $37.2 million in 2001. Gas sales of 1.4 mmcf per day contributed 
$1.8 million to revenues in 2001; however, a decreasing West Texas Intermediate benchmark and widening 
differentials for Upton’s oil stream decreased wellhead revenues by 15 percent. Higher sales volumes and hedging 


gains realized in 2001 helped to offset wellhead price declines, resulting in a 2 percent decrease in revenues. 


Hedging gains were significantly improved at $1.1 million and $0.65 per boe in 2001 compared to hedging 
losses of $4.68 per boe in 2000. Wellhead realized prices decreased by 21 percent to $32.38 per boe compared 
to $40.96 in 2000. The change tracked WTI oil prices which fell from US$30.20 to US$25.90 in 2001. In addition, 
differentials for light sour and medium blends widened as a result of a fourth quarter refinery disruption which 
had a significant impact on fourth quarter wellhead price, earnings and cash flow. In 2001, Upton had an 
average corporate natural gas price of $3.33 per mcf, which was lower than the industry average due to 
associated gas in southeast Saskatchewan which lowers Upton’s price. Alberta gas prices received averaged 


$4.05 per mcf for the year, which for Upton is primarily an average from the final three quarters of the year. 


Royalties decreased 21 percent for the year despite increasing sales volumes and relatively constant revenues. 


Hedging losses in 2000 reverted to gains in 2001 and royalties are paid on wellhead prices excluding hedges. 


Sales Volumes and Production Expenses 


2001 2000 % change 1999 
Sales volume oil (mbbls) 1,587 1,560 2 1,285 
Sales volume gas (mcf) 526 0 100 0 
Total sales volume (6:1) (mboe) 1,675 1,560 7 1,285 
Production expense ($000s) 6,867 5,926 16 5,428 


Per boe ($) 


Production expenses increased by 16 percent to $6.9 million in 2001, reflecting higher production levels. In 
addition, production from the U.S. properties increased 160 percent to average 511 bbls of oil per day, thereby 
contributing to higher operating costs as most wells are single well batteries where water is trucked to 
disposal. In an effort to reduce costs, Upton has begun to invest in water disposal facilities. On a boe basis, 


operating costs increased 8 percent to $4.10 per boe in 2001 compared to $3.80 per boe in 2000. 


General and Administrative Expenses 


2001 2000 % change 1999 

Gross expense 5,816 5,094 14 4,184 
Less recoveries: 

Overhead 1,664 1,688 (1) 17330 

Capitalized indirect G & A overhead 479 472 1 584 
Net Expenses 3,673 2,934 25 2,870 
Average cost ($ per boe) 
Gross 3.47 3.27) 6 372 
Net 2.19 1.88 16 (aera) 
Number of employees 
Head office 26 25 4 25 
Field operations 15 14 7 13 
Total Employees 41 39 5 38 


Staff levels increased only marginally in 2001 from 2000, however gross G&A costs increased 14 percent last 
year due to higher employee expenses from the payment of the intrinsic value of stock options which are 
expensed when exercised. Other contributing factors were increased investor relations activities and travel and 


administration costs related to Upton’s U.S. operations. 


Capital expenditures and wells drilled were similar in each of the last two years, resulting in a similar level of 
overhead recoveries in 2001 compared to 2000. Capitalized G&A overhead recoveries also remained stable from 
year to year. These factors resulted in a 25 percent increase in net G&A and a 16 percent increase in net G&A 


on a per boe basis. 


Interest and Financial Expense 


2001 2000 % change 1999 

Credit facility 1,496 hehe (20) 1,600 
Debenture - 294 (100) 353 
Disposals - = = (37) 
Flow-through share part 12 tax = = zs 75 
1,496 2,166 (31) 1,991 

Average cost ($ per boe) 0.89 ioe (36) 155 
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Upton uses its bank line of credit for primary borrowings. The average draw on this line in 2001 was relatively 
unchanged at $25.0 million from $24.2 million in 2000. Interest expense decreased 31 percent to $1.5 million 
in 2001, reflecting reductions in the prime lending rate throughout the year to average 6.00 percent in 2001 
versus the prior year’s 7.24 percent and the elimination of the 11 percent SGGF debenture in November 2000. 
As well, Upton’s interest rate terms were reduced to the year’s average prime interest rate in 2001, as per the 


bank’s credit facility interest rate terms. 


Current and Capital Taxes 


2001 2000 % change 1999 
Federal capital taxes 92 32 188 64 
Saskatchewan capital taxes 1,621 2,216 (27) 1,124 
Current taxes - = - - 
Total Current & Capital Tax 1,713 2,248 (24) 1,188 


Saskatchewan capital taxes are 3.6 percent of oil and gas revenue from production in the province. In 2001, 
capital taxes fell by 27 percent to $1.6 million, due primarily to the decrease in the current year’s wellhead 
price on production from the Saskatchewan properties as well as a decrease in the proportion of Saskatchewan 


oil production to the Company's total oil production. 


Cash Flow from Operations 


2001 2000 % change 1999 
Cash flow from operations 30,345 29,100 4 11,490 
Production netbacks ($ per boe, unless otherwise stated) | 
Oil sales ($ per barrel) 33.06 40.96 (19) 25785 
Gas sales ($ per mcf) 3.33 0 100 0 
Total oil and gas sales 32.38 40.96 (21) 25.85 
Hedge 0.65 (4.68) 114 (1.63) 
Net realized oil and gas sales 33.03 36.28 (9) 24.22 
Less: Royalties 6.70 9.13 (27) 6.36 
Operating expenses 4.10 3.80 8 4.22 
Operating netback 22.23 Os} Shs) (5) 13.64 
General and administrative 2.19 1.88 16 2.23 
Interest 0.89 1.39 (36) 1.55 
Current and capital tax 1.02 1.44 (29) 0.92 
Cash netback 18.13 18.64 (3) 8.94 
Production volume (mboe) 1,675 1,560 7 1,285 


Upton’s cash flow from operations increased by 4 percent to $30.3 million in 2001. A 7 percent increase in 
sales volumes and a 9 percent decrease in total cash costs more than offset the year’s 9 percent decrease in 


net realized prices. This resulted in an average operating netback of $22.23 per boe and an average all-in cash 
netback of $18.13 per boe in 2001. 


Depletion, Depreciation, Abandonment and Restoration 


2001 2000 % change 1999 
Depletion and depreciation 16,409 12,401 32 6,682 
Restoration provision 793 832 (5) 784 
Total 17,202 137233 30 7,466 
Average cost ($ per boe) 10.27 8.48 21 5.81 
————————— SSS SSS 


Depletion and depreciation expenses increased to $16.4 million from $12.4 million. The increased depletion and 
depreciation expense in 2001 primarily reflects the use of the December year-end constant corporate oil price of 
Cdn$21.84 per barrel to determine reserve volumes. This price was negatively influenced by a refinery disruption 


in the fourth quarter. The result was a lower base of proven reserves used for the year-end depletion calculation. 
The site restoration abandonment expense remained constant at $0.8 million for the year. The non-core 


property disposition in 2001 reduced total outstanding restoration costs by $0.7 million, which offset the 


higher unit of production depletion rate of reserves. 


Future Taxes 


2001 2000 % change 1999 
Future tax benefit 2,876 7,404 (61) 12,343 
Future tax provision 4,611 4,942 (7) 2,613 


Positive earnings in the year drew down the Canadian future tax asset throughout the year from $6.0 million 


to $1.5 million. 


In 2001, Upton’s future income tax benefit was $2.9 million compared to $7.4 million in 2000. The 2001 
future tax benefit is represented by $1.5 million in the Canadian tax jurisdiction and $1.4 million from our 
U.S. subsidiary. Upton Resources USA Inc. has an additional US$2.0 million of costs and losses representing tax 
value in excess of net book value, which are not recorded as a future tax benefit. Since Upton’s U.S. operations 
are at an early stage of development, a record of profitability which would allow the Company to conclude that 


the utilization of all of these future tax benefits is “more likely than not” has not yet been met. 


Net Earnings 


2001 =——2000 % change 1999 
Cash flow from operations 30,345 29,100 4 11,490 
Less: Depletion 16,409 12,401 32 6,682 
Site restoration 793 832 (5) 784 
Future tax provision 4,611 4,942 (7) 2,613 
Net earnings 8,532 10,925 (22) 1,411 
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The higher depletion rate in 2001 increased non-cash expenses by 20 percent, and caused earnings to decrease 


to $8.5 million. 


Capital Expenditures, Reserve Additions and Finding Costs 


2001 2000 % change 1999 
Property acquisitions 1,548 338 358 1,082 
Property dispositions (7,289) 0 (100) (5,094) 
Land and other 4,041 2,556 58 OWT) 
Exploration and development 26,369 19,199 ay) 10,381 
Equipment and facilities 7,369 7,025 5 2,908 
Capitalized indirect overhead 479 472 1 584 
Corporate (excluded from finding costs) 190 (43) 542 121 
Total net capital expenditures 32,707 29,547 11 11,059 
Reserve additions, net of revisions and sales (mboes) 
Proven (mboes) 1,479 1,506 (2) 187 
Probable (mboes) 1,443 (37) 4000 230 
Total reserve additions 2,921 1,469 99 417 
Finding costs ($ per boe) 
Proven 21.99 19.65 12 58.49 
Proven plus probable 11213 20.14 (45) 26.23 
Two year rolling average 
Proven 20.81 23.94 (13) 6.42 
Proven plus probable 14.15 21.49 (34) 3.95 


Upton’s finding and development costs for 2001 reflect a transition to two new core areas. Finding and 
development costs net of revisions and sales for southeast Saskatchewan are $50.32 per boe proven and 
$58.15 per boe proven and probable. These results are influenced by expenditures made primarily to bring 
previously booked reserves on production, the sale of non-core properties and downward revisions of probable 
reserves. In the northern U.S. core areas finding costs were $15.65 proven and $7.45 proven and probable per 
boe, while in northwest Alberta they were $22.55 proven and $7.26 proven and probable per boe. These proven 
finding costs are high by industry standards while the proven and probable result is well below industry 
standard. In new areas with short production history, engineers tend to book higher risk probable reserves as 


opposed to proven. 


Upton’s net capital expenditures increased 11 percent in 2001 to $32.7 million, compared to cash flow of 
$30.3 million for the year. The $32.7 million in expenditures was allocated to northwest Alberta ($8.9 million), 
Southeast Saskatchewan ($9.9 million) and the U.S. ($13.9 million). 


Upton completed the sale of certain non-core properties in the first quarter of 2001, which included 58 (24.3 
net) wells, two (0.7 net) batteries and two (1.4 net) satellites. The properties sold had associated production 
of approximately 235 barrels per day and proven reserves of 700,000 barrels. This sale reduced both the 


Company's outstanding site restoration liability by $0.4 million and the estimated amount of future restoration 
costs by $0.7 million. 


Acquisitions of $1.5 million in northwest Alberta included undeveloped acreage and four (0.4 net) producing gas wells. 


Upton drilled 51 (32.5 net) wells during the year, which included 19 (9.8 net) exploration and 32 (22.7 net) 
development wells. Upton achieved a 50 percent success rate on the exploration wells and a 100 percent success 


rate on the development wells. 


In 2001, Upton began to shift the focus of its capital program towards North Dakota, which has longer life 
crude oil reserves, and northwest Alberta, which offers commodity diversification towards natural gas. Upton 
drilled 51 (32.5 net) wells in 2001, including 27 (23.1 net) in southeast Saskatchewan, 13 (4.5 net) in 
northwest Alberta and 11 (4.9 net) in North Dakota. 


Net Asset Value 


2001 Escalating Price 2000 

10% 12% 15% 15% % change 
Established reserves — mboe 11,383 11,383 fe3SS 10,858 5 
Net resource value* $ 89,322 $ 83,772 $ 76,700 $ 93,642 (18) 
Net land value ** $ 14,151 $ 14,151 $ 14,151 $ 10,538 34 
Business assets $ 103,473 $ 97,923 $ 90,851 $ 104,180 (13) 
LTD and working capital deficit $ (33,145) $ (33,145) $ (33,145) $ (30,119) (10) 
Net asset value $ 70,328 $ 64,778 $ 57,706 $ 74,061 (22) 
Outstanding shares 17,162 17,162 17,162 17,196 0 
Net asset value per share $4.10 $3.77 $3.36 $4.31 (22) 


*Probable values have been reduced 50 percent for risk. Net resource values are after deduction for the 
3.6 percent Saskatchewan capital tax resource surcharge. 
** Net land value: 2001 (202,158 acres @ $70 per acre), 2000 (150,548 acres @ $70 per acre) 


At December 31, 2001 Upton’s net asset value per share at a 15 percent discount rate was $3.36. Although 
established reserves increased by 5 percent during the year, net asset value declined by 22 percent from 2000 
as a result of the lower escalating price projection made by the Company's independent consulting engineers. 
This affected reserves in the 2001 year-end reserve report. The starting year WTI assumption was $27.00 for 


the December 31, 2000 valuation, and $21.00 in the December 31, 2001 valuation, averaging $23.07 over the 
first 10 years. 


Income Tax Pools 


2001 2000 % change 1999 
Canadian oil and gas property expense 20,193 24,629 (18) 25,521 
Canadian development expense 21,933 20,695 6 17,867 
Canadian exploration expense 2,950 4,774 (38) i2Z;213 
Undepreciated capital cost 13,959 14,142 (1) 11,024 
Total Canadian tax pools 59,035 64,240 (8) 66,625 
United States tax pools and losses (US$) 21,149 14,423 46 11,208 
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The Company's Canadian oil and gas property expense tax pool (10 percent annual claim), Canadian 

development expense tax pool (30 percent annual claim), Canadian exploration expense tax pool (100 percent 
annual claim) and undepreciated capital cost pools were reduced by 8 percent by year-end 2001. Additions to 
Canadian capital expenditures of $18.9 million in the year and earnings before taxes of $14.1 million resulted 
in an 8 percent decrease in Canadian tax pools at year-end. Canadian exploration expense pools were reduced 


by 38 percent as this pool was required to eliminate any current Canadian tax. 


In the United States, costs and losses of US $21.1 million are available to be claimed against future taxable 
income. Upton’s U.S. future tax assets remain at $0.9 million (Cdn$1.4 million), which is unchanged from 
2000. The remaining US $ 2.0 million of tax value in excess of book value was not recorded as a future tax 


asset in the year. 
While the Company has significant tax pools to shield it from income tax in Canada, the combination of strong 


commodity prices and production volume growth could produce current income tax in the near term. In the U.S., 


future income will be shielded from income tax and Upton does not expect to pay current tax in the near term. 


Long-term Debt 


2001 2000 % change 1999 
Long-term debt balance - opening 27,200 22,342 22 26,135 
Less: Share issue — flow-through - ~ - 347 
Share issue - options 283 114 148 15 
Cash flow from operations 30,345 29,100 4 11,490 
Dispositions of property and equipment 6,901 - 100 3,962 
Change in working capital 2,463 (55) 458 au79 
Current portion of long-term debt - (3,000) 100 3,000 
Plus: Additions to property and equipment 39,996 29,547 35 ilo alias} 
Net site restoration expenditures - 42 (100) - 
Shares purchased and cancelled 477 1,428 (66) 47 
Foreign exchange (non-cash) 82 - 100 - 
Net increase (decrease) - long-term debt 563 4,858 (88) (3,793) 
Long-term debt balance - closing 27,763 27,200 2 22,342 
Quarterly Financial Information 
2001 2000 
_ 5 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 
Revenue 15,341 14,223 14,630 11,129 ds fen 12,209 14,816 15,865 
Net income 3,108 epoen 2,648 255 2,622 1,904 3,098 3,301 
Per share basic 0.18 0.15 0.15 0.01 0.15 0.11 0.18 0.19 
Per share diluted* 0.18 0.14 0.15 0.01 0:15 0.11 0.18 0.19 
Cash flow from operations 8,690 7,524 8,175 5,956 7,388 5,656 USC 8,325 
Per share basic 0.50 0.44 0.47 0.35 0.42 0.33 0.44 0.48 
Per share diluted* 0.50 0.43 0.46 0.34 0.41 0.32 0.44 0.47 


* treasury stock method 


Liquidity and Financial Resources 


The Company's financial strategy is to fund capital expenditures from cash flow, supplemented by credit 
facilities and equity issues when appropriate. Upton’s long-term debt is expected to be well within the target 
of 1.5 times next year's forecasted cash flow from operations using a budgeted oil price of US$23 WTI. 
Relatively consistent production and cash flow throughout 2001 and 2000 kept the ratio of year-end debt and 
working capital deficiency to 12 month trailing cash flow from operations at 1.1 times compared to 1.0 times in 
2000. Based on a WTI oil price of US$23.00, gas price of CDN$3.30 (AECO) and factoring in the Empire Energy 
acquisition, the Company anticipates the long term debt to cash flow from operations ratio to be within 1.5 
times by year-end 2002. 


Upton’s authorized credit, all of which is secured, was $32 million at year-end 2001. Current operating lines 


have been adjusted to $55 million including the Empire acquisition. 


At December 31, 2001 the Company had drawn $27.7 million on the revolving credit facility, leaving $4.3 
million available for additional capital expenditures and working capital needs. No principal repayments under 
the facility agreement are anticipated in 2002. 


For the year-ended 2001, Upton had 17,162,444 common shares issued and outstanding. This balance reflects 
110,371 employee options exercised, 140,800 shares repurchased and cancelled by normal course issuer bid 


and 2,967 shares being cancelled which were purchased from former employees. 


During the year 6,173,691 shares of Upton traded on The Toronto Stock Exchange, with a high of $4.15, a low 
of $2.70 and a closing price at December 31, 2001 of $3.15. For the year ended 2001, the directors and 


officers of the Company beneficially owned 2,656,543 or 15.5 percent of the common shares. 


FUTURE BUSINESS PROSPECTS 
Industry Environment 


The oil and gas industry is significantly influenced by worldwide oil prices and north American gas prices. The 
price of oil is affected by global events of an economic, political and environmental nature. These factors may 
cause an imbalance of supply and demand, which in turn affects the price of oil. The world supply and demand 
balance directly affects the oil price realized by Canadian producers. Prices for natural gas reflect supply and 
demand in North America and are impacted by drilling activity, decline rates, weather, alternative forms of 
energy and the strength of the economy. This price impact directly impacts cash flow and therefore the levels 


of capital expenditures, growth and potential for success. 


Oil and Gas Prices 


During the first nine months of 2001 the price of oil was very strong, ranging between US$25.69-$29.64 WTI. 
During the fourth quarter, WTI declined to an average of US$20.43 per barrel. Worldwide economic activity 


began to slow during the year and the economies of several nations entered a recessionary period which 


UPTON Resources Inc. 35 


36 


exerted downward pressure on worldwide oil prices. The Organization of Petroleum Exporting Countries (OPEC) 
sought support for production constraint among members and other significant producers. This resulted in 
higher prices in the first quarter of 2002. Upton’s annual wellhead oil price was $33.06 CDN in 2001. Prices are 
also affected by the quality differential between the various grades of crude oil. Roughly 50 percent of Upton’s 
oil production is light oil and 50 percent is a medium grade. Price decreases in the fourth quarter were 


mitigated by WTI oil price hedges placed throughout the year. 


Gas prices began the year at historically high levels and levelled off to $3.48 CDN (AECO) at December 31, 
2001 averaging $5.79 CDN (AECO) for the year. Upton realized an average wellhead price of $3.33 per mcf in 
2001. Upton’s 2001 results were not significantly influenced by gas, which comprised only 5 percent of sales 
volumes and 3 percent of sales revenue. Last year marked Upton’s initial entry into natural gas properties in 
northwest Alberta. Over time, as drilling success is achieved at these properties, gas is expected to account for 
an increasing proportion of the Company's production mix. Gas prices will be monitored in the future and the 


Company will consider hedging gas sales. 


The value of the Canadian dollar against its United States counterpart also influences prices for Canadian 
producers. Producers benefit from a lower Canadian dollar since their commodity price correlates closely to the 
U.S. WTI Nymex index. The Canadian dollar was devalued throughout the year. It began 2001 at 1.4963 and 
ended the year at 1.5926, resulting in higher wellhead prices received. These gains were moderated by losses 


realized during the year from foreign exchange hedging positions. 


Events Subsequent to Year-End 2001 


On March 18, 2002, the Company announced an agreement to acquire all of the issued and outstanding shares 
of Empire Energy Inc. (“Empire”) in a transaction valued at $30.9 million. The acquisition is to be paid using 
$0.5345 cash plus 0.134 Upton share in exchange for each Empire share and by assuming $4.04 million in debt 
and working capital deficit. The transaction is to be funded using $13.96 million cash, $4.04 million in debt 
assumption and through the issuance of 3.5 million Upton common shares (valued at $12.88 million based on 
the trailing five-day average of $3.68 per share at the time of the announcement). Upton’s banker has agreed 
to increase Upton’s credit facility to $55 million to fund the transaction. 


The Board of Directors of Empire unanimously approved the transaction prior to the announcement. As of March 
25, 2002, holders of over 80 percent of Empire's common shares had entered into lock-up agreements with Upton 
to vote their shares in favour of the transaction. The transaction is subject to certain conditions including 
regulatory approvals and the approval of the Empire shareholders at a special meeting to be convened on April 
24, 2002. The transaction would close on April 25, 2002, with production and cash flow included by Upton from 


May 1, 2002. If the transaction is not completed under certain conditions, Empire has agreed to pay Upton a 
break fee of $1.2 million. 


Under the agreement Upton is acquiring properties producing approximately 1,700 barrels of oil per day, plus 
undeveloped land totalling 128,400 net acres. No value has been placed on undeveloped land. Empire’s 
properties are located within Upton’s existing core area of southeast Saskatchewan, are focused in three main 
producing pools and will include operatorship of approximately 95 percent of the production. Based on a 
review by Upton and its independent engineers of Empire’s reserves at January 1, 2002, the acquisition implies 


a cost of $10.84 per barrel of proven reserves or $8.81 per barrel of established reserves. 


2002 Operations including the Empire Energy acquisition 


Upton’s 2002 capital budget of $35.5 million (excluding acquisition costs for Empire of $30.9 million) is based 
on a WTI oil price of US$23.00 per barrel, a Cdn$3.30 AECO price, and an average sales volume of approximately 
6,200 boe per day (5,630 barrels of oil and 3.4 mmcfd of gas). This would result in basic cash flow from 
operations of $33.3 million and $1.71 per share in 2002 and basic earnings of $6.5 million and $0.33 per share. 
Based on these assumptions, Upton expects to fund this capital spending program through cash flow and bank 
lines. The budget includes approximately $13.1 million for exploration activities and $22.4 million for 


development programs. 


The US$23.00 WTI and Cdn $3.30 AECO price assumption translates into a corporate average Canadian wellhead 
price realization of $29.61 per barrel equivalent, after accounting for hedges in place, and converting at an 
estimated annual average exchange rate of 1.585. Additional key assumptions are royalties at 22.1 percent of 
revenue and lease operating expenditures at $4.59 per barrel equivalent. The Empire acquisition should lower 
general and administrative expenses to $1.81 per boe (due to limited incremental overhead related to the 


acquisition) and interest expense is expected to increase to $1.03 per boe. 
World oil prices are strengthening in 2002, with the WTI oil price exceeding US$25 in March, due largely to 
OPEC’s continuing adjustment to oil supply and a stronger outlook for world economic growth. A sensitivity to 


the Company’s forecast is listed below. 


Cash Flow Sensitivities 


Net of hedges in place at December 31, 2001 Impact on cash flow $ per share 
Oil price change (US$1 WTI per barrel) $1,693 $0.09 
Oil sales volume change (100 barrels per day) $668 $0.03 
Gas price change (CDN$0.20 mcf AECO) $161 $0.01 
Gas sales volume change (1 mmcfd) $337 $0.02 
Interest rate change (one percent) $290 $0.01 
Exchange rate change (CDN$0.01) $358 $0.02 


Cash flow from operations is dependent on a number of factors, some of which are not within Upton’s control. 


The above table indicates Upton’s sensitivities to fluctuations in the industry environment anticipated for 2002. 
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Business Risks 


The oil and gas industry confronts various risk classifications. Many of these risks are standard to all 


businesses, while others are specific to the petroleum exploration, development and production industry. 


These are summarized into operational, financial and regulatory risks in the following table. 


Operational Risks and Mitigating Strategy 


Risk 


Mitigating Strategy 


Recruiting and retaining quality professional staff. 
Finding and developing economical petroleum reserves. 
Maintenance of reservoir production performance. 
Marketing oil production. 

Accidental failure of various equipment used to find 


and develop reserves. 


Employee and third party, environmental and safety. 


Financial Risks and Mitigating Strategy 


Risk 


Employs only qualified, experienced and professional staff 


supported by competitive compensation programs. 


Company continues to focus on areas where it has core 


competency. 


Proactively maintains and applies current technologies 


where appropriate. 


Contracts marketing functions to experienced, proven 


third party marketing professionals. 


Maintains prudent levels of insurance for all 


possible contingencies. 


Provides ongoing safety and environmental courses and 


training for all applicable staff. 


Mitigating Strategy 


Negative effects of market-driven commodity price. 


Negative effects of foreign exchange rate fluctuations. 


Debt levels and the negative effects of interest rate changes. 


Regulatory Risks and Mitigating Strategy 


Risk 


Management has the authority to hedge the price of up to 
50 percent of oil production. The Company is exploring for 


natural gas to diversify its commodity mix. 


Foreign exchange rate changes have a relatively minor 
impact on Upton’s cash flow. However, foreign exchange 
hedge contracts are purchased where appropriate to 


mitigate the impact of fluctuations in the exchange rate. 


The Company attempts to maintain long-term debt of less 
than 1.5 times annual cash flow. Due to current low 
interest rates, fluctuations in the interest rate have a 
relatively minor impact on Upton’s cash flow. 


Mitigating Strategy 


Government energy policies, taxation laws 


and operational laws. 


Environmental issues, community, resident and 


regulatory employee needs. 


Upton follows all rules and regulations required by 
government policies and procedures. The Company 
carefully monitors government policies which could 
significantly affect the firm. 


All facilities are routinely maintained under high 
and company standards. 


Management's 


Statement of Responsibility 


The accompanying consolidated financial statements of Upton Resources Inc. were prepared by and are the 
responsibility of management. They have been prepared in conformity with Canadian generally accepted 


accounting principles. The financial information in the annual report has been reviewed to ensure consistency with 
the financial statements. 


Management maintains systems of internal accounting control designed to provide reasonable assurance that all 
transactions are properly recorded in the Company's book of accounts, that procedure and policies are adhered to 
and that assets are safeguarded from unauthorized use. 


PricewaterhouseCoopers LLP, an independent firm of chartered accountants, has been engaged, as approved by the 
shareholders’ vote at the last annual meeting, to examine the consolidated financial statements in accordance 
with Canadian generally accepted auditing standards and provide an independent professional opinion. 


The audit committee is composed of four members of the Board of Directors and meets quarterly with the financial 
officer of the Company. The external auditors of the Company have access to the audit committee to review the 
planning and scope of testing and to discuss the results of their audited work. The external auditors issue a 
management letter. On the recommendation of the audit committee, the consolidated financial statements have 
been approved by the Board of Directors. 


a AG publ 


G. Scott Dutton Philip H. Grubbe, C.A. 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 


February 22, 2002 


Auditors’ Report 


To the Shareholders of Upton Resources Inc. 


We have audited the consolidated balance sheets of Upton Resources Inc. as at December 31, 2001 and 2000 and 
the consolidated statements of operations, retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the company as at December 31, 2001 and 2000 and the results of its operations and its cash flows for 
the years then ended in accordance with Canadian generally accepted accounting principles. 


Drveraatirheuatorprry LLP 
Chartered Accountants 
Calgary, Alberta 


February 22, 2002, except for note 12, which is as of March 17, 2002. 
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Consolidated 
Balance Sheets 


As at December 31, 2001 and 2000 


(in thousands of dollars) 2001 2000 
ASSETS 
Current assets 
Accounts receivable $ 8,255 $ 9,609 
Future income tax benefit (note 7) 2,876 7,404 
Property and equipment (note 4) 80,638 64,340 
Total assets $ 91,769 $ 81,3532 
LIABILITIES 
Current liabilities 
Accounts payable $96 137637 Soe 12ers 
Long-term debt (note 5) 27,763 27,200 
Abandonment and restoration provision (note 4) 3,155 3,350 
$945,155 $ 43,078 
SHAREHOLDERS’ EQUITY 
Capital stock (note 6) $ 10,364 S$. 10,167 
Retained earnings 36,250 28,108 
$ 46,614 $ 38,275 
Total liabilities and shareholders’ equity $ 91,769 $980,355 | 


Approved on behalf of the Board 


bE LOLS Sb acim 


W.R. Dutton G.H. Huntington, C.A. 


Director Director 
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Consolidated | 
Statements of Operations 


For the years ended December 31, 2001 and 2000 


(in thousands of dollars) 2001 2000 

REVENUE 
Oil and gas sales $55,323 $ 56,616 
Less: Royalties and production taxes 11,229 14,242 
44,094 42,374 

EXPENSES 
Production and operation 6,867 5,926 
General and administration 3,673 2,934 
Interest on long-term debt 1,496 2,166 
Depletion and depreciation (note 4) 16,409 12,401 
Abandonment and restoration provision 793 832 
29,238 24,259 
Earnings before taxes 14,856 18,115 

Income taxes (note 7) 

Capital taxes 1,713 2,248 
Future taxes 4,611 4,942 
6,324 7,190 
Net earnings for the year (note 10) 8,532 10,925 


EARNINGS PER SHARE 


Basic 0.50 0.63 
Diluted (note 3) 0.49 0.62 
Consolidated 


Statements of Retained Earnings 


For the years ended December 31, 2001 and 2000 


(in thousands of dollars) 2001 2000 
RETAINED EARNINGS — BEGINNING OF YEAR $ 28,108 Wi Gore dey 
Normal course issuer bid purchases and share cancellations (note 6) (390) (1,074) 
Net earnings for the year 8,532 10,925 

Retained earnings — end of year $ 36,250 $ 28,108 
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Statements of Cash Flows 


For the years ended December 31, 2001 and 2000 


(in thousands of dollars) 2001 2000 
CASH PROVIDED BY (USED IN) 
OPERATING ACTIVITIES 
Net earnings for the year $ 8,532 10,925 
Items not affecting cash 
Depletion and depreciation 16,409 12,401 
Abandonment and restoration provision 793 832 
Future income taxes 4,611 4,942 
Cash flow from operations 30,345 29,100 
Net (increase) decrease in non-cash operating working capital balances 8,020 (1,402) 
38,365 27,698 
FINANCING ACTIVITIES 
Increase in long-term debt 563 1,858 
Net (purchase) of capital stock (194) (1,314) 
369 544 
INVESTING ACTIVITIES 
Additions to property and equipment (39,996) (29,547) 
Proceeds on sale of property and equipment 6,901 = 
Site restoration expenditures - (42) 
Net (increase) decrease in non-cash working capital balances (5,557) 1,347 
(38,652) (28,242) 
Foreign exchange (non cash) (82) = 
Cash - beginning and end of year - = 
Cash flow from operations per share 
Basic 1.76 1.67 
Diluted (note 3) 1.73 1.65 
Cash expended on interest $ 1,364 2257, 
Cash expended on taxes $ 2,061 2,502 


Notes to the 


Consolidated Financial Statements 


as at December 31st, 2001 
(Tabular amounts in thousands unless otherwise noted) 


COMPANY ACTIVITIES 


The Company is incorporated under the laws of Saskatchewan and its principal activity is the exploration, development and 
production of oil and gas properties. 


SIGNIFICANT ACCOUNTING POLICIES 


Principles of consolidation 


The consolidated financial statements include those of the Company and its wholly owned subsidiary, Upton Resources U.S.A., Inc. 


Joint ventures 


Substantially all exploration and production activities are conducted jointly with others. These financial statements reflect only the 


Company's proportionate interest in such activities. 


Property and equipment 


a) 


6) 


¢) 


Capitalized costs 


The Company follows the full cost method of accounting, whereby all costs related to acquisition, exploration for and 
development of oil reserves, whether productive or unproductive, are capitalized and accumulated in separate cost centres for 
Canada and the United States. Proceeds from the disposition of oil properties reduce capitalized costs with no gain or loss 


recognized unless such disposition would significantly alter the depletion and depreciation rate. 


The Company applies a ceiling test to capitalized costs on an annual basis to ensure that such costs do not exceed estimated 
future net revenues from production of proven reserves plus the cost of undeveloped properties net of impairment less 


development costs of proven undeveloped reserves, administrative, financing, and applicable income and capital tax costs. 


Depletion and depreciation 


Depletion and depreciation of resource properties and equipment are provided on the unit of production method based on 
total proven reserves before royalties. Unproven properties are excluded from the depletion calculation until quantities of 


proven reserves or impairment can be determined. 


Depreciation on building, vehicles and office equipment is computed using the diminishing balance method at annual rates 


of 5% to 30%. 


Abandonment and restoration provision 


The annual provision for future abandonment and site restoration costs is based on estimates made by management and is 
charged to income using the unit of production method where the ratio of current year production to proven reserves 
determines the proportion of site restoration costs to be expensed. The accumulated amount represents the aggregate of 


such annual provisions less the aggregate of actual site restoration expenses incurred and adjustments resulting from 


property dispositions. 
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Foreign currency translation 


The Company translates the foreign denominated monetary assets and liabilities of integrated foreign operations at the exchange 
rate prevailing at the year-end, non-monetary assets and liabilities are translated at historical rates of exchange, and revenues and 
expenses are translated at the monthly average rate of exchange. Exchange gains and losses arising on translation of the accounts 
are included in consolidated earnings unless related to long-term items, in which case they are deferred and recognized over the 
life of the related item. 


Hedging activities 
The Company enters into contracts to hedge crude oil prices on a portion of its crude oil production to protect its future earnings and 


cash flows from the potential adverse impact of low crude oil prices and not for speculative purposes. Gains or losses on these 


contracts are included in revenues at the time of sale of the related hedged production. 


In addition, the Company enters into contracts to fix the U.S./Canadian dollar exchange rate. Gains or losses on these contracts 


are included in revenues as the contracts expire. 


Income taxes 


The Company follows the liability method of tax allocation accounting. Under this method, recognition of a future tax liability or 
asset is dependent on the expected tax outflow or benefit to be derived from differences between the carrying value and tax basis 
of assets and liabilities. 


Stock based compensation plans 


The Company has stock based compensation plans. These are described in note 6. No compensation expense is recognized for these 
plans when stock options are issued to employees. Options can be exercised for common shares or for the intrinsic value of the 
options in cash or common shares. Any consideration paid by employees on exercise of stock options or purchase of stock is 
credited to share capital. Consideration paid to employees exercising for the intrinsic value in cash or in common shares is charged 
directly to compensation expense. 


Earnings per share 


Earnings and cash flow per share are calculated using the weighted average number of common shares outstanding during the year. 


Diluted earnings and cash flow from operations per share are calculated under the treasury stock method which is described in note 3. 


CHANGE IN ACCOUNTING POLICY 
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In 2001, the Company retroactively adopted the new Canadian Institute of Chartered Accountants earnings per share standard. The 
new standard relates to the computation, presentation and disclosure of earnings per share. Under the new standard, the treasury 

stock method is used instead of the imputed earnings method to determine the dilutive effect of stock options and other dilutive 

instruments. Effectively, only “in the money” dilutive instruments impact the diluted calculations. 


In computing the diluted net income and cash flow from operations attributable per common share, the following number of shares 
were added to the weighted average number of common shares for the dilutive effect of employee stock options: For the twelve 
months ended December 31, 2001, 303,526 common shares were added (2000 - 225,659). The change in accounting policy was 


applied retroactively, following are the resulting fully diluted earnings and cash flow from operations per share if calculated under 
the prior imputed earnings method: 


2001 2000 
Diluted earnings per share: treasury stock method $ 0.49 $ 0.62 
Fully diluted earnings per share: imputed earnings method 0.46 0.58 
Diluted cash flow from operations per share: treasury stock method 1.73 1.65 


Fully diluted cash flow from operations per share: imputed earnings method 


PROPERTY AND EQUIPMENT 


2001 2000 

Petroleum properties $ 235,525 $ 203,008 
Other property and equipment 3,229 3,039 
238,754 206,047 

Less: Accumulated depletion and depreciation (158,116) (141,707) 
a : icah eeeaex $5 80/638 00s $ 64,340 


Capitalized expenditures relating to unproven properties which includes land costs and related seismic costs excluded from the 
depletion base are as follows: 


2001 2000 
Canada $ 2,209 $ 983 
United States 2,041 2,575 
Be re Se Re es $ 3,558 | 


In 2001, the Company sold several non-core properties for cash proceeds of $6,901,000. The carrying value of oil and gas properties 


was reduced by $7,289,000 including the associated accumulated site restoration liability which was reduced by $388,000 for the year. 


In 2001, the Company capitalized indirect general and administrative overhead costs of $479,000 (2000 - $472,000) relating to 
exploration and development activity. 


In 2001 the Company calculated its year-end ceiling test using the calendar year average wellhead oil price of $33.06 per barrel and 
sales gas price of $3.33 (CDN) per mcf. No ceiling test writedown was required as a result of this test in 2001 or 2000. If the actual 
December monthly corporate average wellhead oil price of $21.84 had been used, there would have been a writedown of $18,174,000. 
The December price was not used as management believes that a significant contributor to this result was that prices received in the 
fourth quarter of 2001 do not reasonably reflect the wellhead value of product as a consequence of a refinery disruption, from 
September to December 2001, that negatively impacted differentials for the Company's light and medium sour crude oil sales. 


At year-end, the estimated total future site restoration costs outstanding were $8,165,000 (2000 - $7,013,000) with an associated 
estimated salvage value of $8,489,000 (2000 - $3,524,000). A liability of $3,754,714 (2000 - $3,350,000) has been recognized to 


date for these future site restoration costs. 
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LONG-TERM DEBT | 


2001 2000 
Credit facility $ 27,741 $7 27,150 
Mortgage 22 


Credit facilities 


The Company has a $32,000,000 (2000 - $32,000,000) revolving demand credit facility which can be drawn in the form of loans or 
bankers’ acceptances. As at December 31, 2001 the Company had drawn $27,741,000 (2000 - $27,150,000) from the credit facility 
consisting of a $5,741,000 demand loan and $22,000,000 in bankers’ acceptances. The demand loan interest is paid monthly in 
arrears at the bank’s pricing grid rate which is dependent on the Company's most recent quarterly debt and working capital deficit 
to quarterly annualized cash flow ratio. The bankers’ acceptance interest is paid in advance and bears interest at the bank’s prime 
acceptance fee rate with a stamp fee which is also subject to the bank’s pricing grid rate. At year-end, the demand loan had a rate 


of prime and the banker's acceptance had a stamp fee of one percent plus the banker's acceptance fee rate. 


The credit facility is reviewed annually by the bank and provided certain covenants are met, no principal repayments will be 


required in the next twelve months. 


Prior to April 27, 2001 there was an additional demand credit facility in the amount of $5,000,000 (2000 - $5,000,000) to be used 
for acquisition and/or development drilling. This facility assessed interest at the bank’s prime lending rate plus 0.75 percent per 
annum. Any funds drawn against the $5 million demand credit facility create a monthly principal repayment over the half-life of 
the reserves being financed. This facility was not renewed at the company’s discretion on April 27, 2001. The company had not 
drawn on this facility at any time during 2000 or 2001. 


Collateral pledged for the credit facilities is comprised of the following: 
A $50,000,000 fixed and floating charge demand debenture over the Company's oil and gas properties; 


General assignment of book debts. 


CAPITAL STOCK 


Authorized 


Unlimited number of common shares 


Issued and outstanding 


Number Amount 

of shares $ 

Balance - December 31, 1999 17,730,621 10,404 
Options exercised 67,000 114 
Shares purchased and cancelled under normal course issuer bid (600,175) (342) 
Former employee shares cancelled (1,606) (4) 
Share issue costs = (9) 
Tax effect of flowthrough shares = 4 

Balance - December 31, 2000 17,195,840 10,167 


Options exercised or cancelled for intrinsic value 110,371 283 
Shares purchased and cancelled under normal course issuer bid (140,800) | (85) 
Former employee shares cancelled (2,967) (1) 
Balance - December 31, 2001 17,162,444 10,364 


Pursuant to a normal course issuer bid throughout the year, the Company purchased 140,800 of its outstanding shares at an average 
cost of $ 3.31 per share. The total cost of acquiring these shares was $466,355 of which $381,507 exceeded the average carrying 
value and was charged to retained earnings. 2,967 former employee shares were also cancelled during the period at an average cost 
of $3.65 per share. $9,057 of the cost exceeded the average carrying value of shares and was charged to retained earnings. 


Stock option plans 


Under the original and the 1996 plans, the Company may grant up to 1,575,342 shares to its employees for the year ending 2001. 
Under both plans, the exercise price of each option equals the market price of the Company's stock on the date of the grant. The 
stock options vest over a three-year period from the date of grant with maximum terms ranging from 5 to 8 years. 


A summary of the status of the Company's stock option plans as of December 31, 2000 and 2001, and changes during the years 
ending on those dates is presented below: \ 


2001 2000 

Shares Weighted-average Shares Weighted-average 

(000s) Exercise price (000s) Exercise price 

Outstanding - Beginning of year 1,628 $ 3.00 Me $ 2.96 
Granted 232 $ 3.44 - N/A 
Exercised (110) $ 2.16 (67) $1270 
Cancelled for intrinsic value (112) $ 1.96 = - 
Forfeited (cancelled) (152) $ 3.66 (17) $ 3.47 
Outstanding - End of year 1,486 $ 3.15 1,628 $ 3.00 

Options exercisable - End of year 1,268 1,615 


The following table summarizes information about fixed stock options outstanding at December 31, 2001. 


Options outstanding Options exercisable 

Range of Number outstanding at Weighted average remaining Weighted-average | Number exercisable at Weighted-average 
exercise prices December 31, 2001 contractual life (years) exercise Price December 31, 2001 exercise price 
$1.00 to $1.99 182,900 1.6 $1.59 182,900 $1.59 
$2.00 to $2.99 721,000 Ag $2.34 721,000 $2.34 
$3.00 to $4.99 415,600 4.1 $3.75 197,100 $4.09 
$5.00 to $8.99 104,000 (ante $5.05 104,000 $5.05 
$9.00 to $9.99 63,000 3.0 $9.75 63,000 $9.75 
Total 1,486,500 2ie. $3.15 1,268,000 $3.09 


SSS SSS SSS SS SS 


Effective November 18, 1998 the Board of Directors implemented a Shareholder Rights Protection Plan (“the plan”) which was 
approved at the annual and special meeting of shareholders on May 19, 1999. The plan defines the terms of a Permitted Bid in the 
event of a take-over offer for the Company and among other conditions requires that no shares be taken up under the Bid for a 
minimum of 45 days and a minimum level of shares being tendered. The plan is intended to provide the board of directors with 


adequate time to maximize shareholder value and to protect Upton shareholders from unfair, abusive or cohesive take-over strategies. 
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INCOME TAXES 


48 


The provision for future income taxes reflects an effective tax rate that differs from the expected Canadian income tax rate. The 


differences are as follows: 


2001 2000 

Expected combined Canadian federal and provincial income tax rate 44.97% 45.6% 

Expected provision for (recovery of) income taxes $ 6,681 $ 8,261 
Increase (decrease) resulting from 

Royalties and production taxes paid to the Crown 23435 3,696 

Resource allowance on Canadian production income (4,123) (4,832) 

Recognition of U.S. future tax benefit in current year = (1,350) 

Tax rate change from 2000 to 2001 112 - 

Previously unrecognized U.S. losses (346) (280) 

Capital taxes 1,713 2,248 

Other (26) (553) 


Provision for income taxes . . 6,324 pe 


The future income tax benefit is composed of temporary differences and future income tax reductions. The following table shows 


the tax-affected amounts of those items with a tax value in excess of their net book value: 


2001 2000 
Share issue costs $ 17 $ 251 
Tax value of property and equipment in excess of net book value 1,641 5,951 
Future site restoration deductions 1,261 1,146 
Other further deductions (43) 56 


Future income tax benefit 


At December 31, the following deductions were available to claim against future taxable income: 


2001 2000 
Canadian exploration expense $ 2,950 $ 4,774 | 
Canadian development expense 21,933 20,695 
Canadian oil and gas property expense 20,193 24,629 
Undepreciated capital cost 13,959 14,142 
Total Canadian tax pools : Peg re Be te ROR SS 64,240 | 


In addition, the Company has costs and losses of U.S. $21,149,258 (2000 - U.S. $14,423,000) which may be claimed against 
future income in the United States. At December 31, 2001, on an after-tax basis, the tax value of the U.S. assets exceed the net 
book value by U.S. $2,854,868 (2000 - $3,043,000). Of this amount, U.S. $900,000 (CDN $1,433,340) is recorded as a future tax 
benefit. In year 2000, $900,000 (CDN $1,350,000) was also recorded as a future tax benefit. Based on management's best 
estimate, this is the amount estimated as more likely than not to be realized in the near future. A future tax asset has not been 
recognized for the remaining U.S. $1,954,868 (2000 - $2,142,000). 


RELATED PARTY TRANSACTIONS 


At December 31, the Company has the following transactions and balances with companies controlled by certain directors and 
officers of the Company: 


2001 2000 
Accounts receivable $ 68 $ 3 
Accounts payable $ 5 $ = 


The Company operates oil wells for companies in which certain directors have ownership interests. These transactions were made 
under normal business terms and conditions and at the same rates as with non-related parties. 


Included in accounts receivable are two sets of non-interest bearing loans which have been offered to employees and officers for 
the purpose of acquiring shares in the Company. At December 31, 2001, the Company had non-interest bearing loans due from its 
officers of $147,178 (2000 - $182,554) and employees of $71,869 (2000 - $262,690). The loans were used to purchase shares and 
are secured by an assignment of these shares that are held in escrow until the loans are repaid. From the first set of interest free 
loans offered in 1998, $165,240 is outstanding which becomes due December 31, 2002. The second set of non-interest bearing 
loans offered on March 1, 2000 have $53,807 outstanding which is to be repaid through two equal payments over the next two 
years on the anniversary date of the loans. 


SEGMENTED INFORMATION BY GEOGRAPHIC SEGMENT 


Canada United States Consolidated 
Year ended December 31, 2001 
Revenues $ 48,491 $ 6,832 $755,323 
Earnings before taxes 14,084 Viz 14,856 
Earnings 7,760 772 8,532 
Cash flow from operations 26,955 3,390 30,345 
Net capital expenditures 18,855 13,852 32,707 
Identifiable assets 64,864 26,905 91,769 
Year ended December 31, 2000 
Revenues $ 53,547 $ 3,069 $ 56,616 
Earnings before taxes 17,466 649 18,115 
Earnings 8,926 1,999 10,925 
Cash flow from operations 2 UC 1,328 29,100 
Net capital expenditures 23,696 5,851 29,547 
Identifiable assets 68,024 137329 81,353 
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PER SHARE INFORMATION 


2001 2000 
Basic earnings (loss) per common share 0.50 0.63 
Diluted earnings (loss) per common share (note 3) 0.49 0.62 
Basic cash flow from operations per common share 1.76 EGY, 
Diluted cash flow from operations per common share (note 3) 1.73 1.65 
Weighted average number of basic common shares outstanding 17,228,956 17,448,006 
Weighted average number of diluted common shares outstanding(note3) 17,532,482 17,673,659 


FINANCIAL INSTRUMENTS AND HEDGING ACTIVITY 


The Company's financial instruments recognized in the financial statements consist of accounts receivable, accounts payable and 
long-term debt. The fair value of the accounts receivable and payable approximate their carrying amounts due to the short-term 
maturity of these instruments, while the par value of the long-term debt credit facility approximates its carrying amount as the 
interest rate is a floating market rate. 


The Company utilizes certain derivative financial instruments including crude oil swap contracts, crude oil option contracts, foreign 
exchange swap contracts and foreign exchange option contracts. The Company enters into these contracts to manage its cash flow 

exposure to the volatility of crude oil prices and foreign exchange rates. Financial derivative contracts outstanding at December 31, 
2001 were as follows: 


Term Quantity/Day Price/Barrel 

Crude oil options (collars) June 1, 2001 to May 31, 2002 500 barrels Call U.S. $29.50 WTI 
Put U.S. $26.00 WTI 

July 1, 2001 to December 31, 2002 500 barrels Call U.S. $29.15 WTI 

Put U.S. $24.00 WTI 

October 1, 2001 to September 30, 2002 500 barrels Call U.S. $27.00 WTI 


Put U.S. $24.00 WTI 


The fair value of these collars based on quotes provided by brokers would result in a gain of $2,011,077 U.S. if terminated at 
December 31, 2001. 


Foreign exchange swap 


Effective December 20, 2000 and expiring December 27, 2001, the Company bought an average rate put of $6,000,000 U.S. for the 
year for $0.66116 U.S. Effective December 20, 2000 and expiring January 31, 2002, the Company sold a call option of $6,000,000 
U.S. for the year for $0.64935 U.S. The put expired unexercised on December 27, 2001 and the call was settled on January 31, 
2002 at a loss of $396,000 which was recorded in 2001. 


SUBSEQUENT EVENT 
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On March 17, 2002 the Company and Empire Energy Inc. (“Empire”), a private company, agreed to a business combination whereby 
the Company would acquire each of the issued and outstanding shares of Empire in exchange for $0.5345 in cash and 0.134 of a 
common share of the Company. The Company will also assume approximately $4.04 million of debt and working capital deficit. The 
combination has an approximate value of $30.9 million. The cash component is expected to approximate $13.96 million and the 
Company is expected to issue 3.5 million common shares. 


The combination is subject to certain conditions including the approval of the Empire shareholders. 


In addition and in conjunction with the combination, the Company has increased its bank lending arrangement to $55 million from 
$32 million. 


Supplementary 
Information 


Quarterly Financial Information 


($thousands except per share amounts) 2001 2000 

Qi a2 Q3 Q4 Total Q1 Q2 03 04 Total 
Revenues 15/341 14,223 14,630 11,129 #5323 US} HI 12,209 14,816 15,865 56,616 
Earnings (loss) 3,108 Zpel 2,648 255) 8,532 2,622 1,904 3,098 B30! 10,925 
Earnings (loss) per share ($) 0.18 Om 0.15 0.01 0.50 0.15 0.11 0.18 0.19 0.63 
Cash flow from operations 8,690 Tp52ee 8,175 5,956 30,345 7,388 5,656 T7382 8,325 29,100 
Cash flow from operations/share ($) 0.50 0.44 0.47 0.35 1.76 0.42 0.33 0.44 0.48 1.67 
Trading Range of Common Shares 

2001 2000 

Q1 a2 Q3 04 Total Q1 a2 03 04 Total 
High ($/share) 3.37 4.15 4.00 3.50 2.80 3.20 3.25 3.30 
Low ($/share) 2.74 Boils) 2.70 2.80 2.05 2.10 2.41 2.34 
Close ($/share) 3335 3.40 2.95 3.15 2.25 2.82 3715 2.61 
Volume (thousands) (br Altes) 2,120 933 955 6,173 2,606 1,091 1,888 1,446 7,031 
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Five-Year 
Summary 


($thousands, except as otherwise noted) 2001 2000 1999 1998 1997 
FINANCIAL 
Revenues 
Oil and gas sales 55,323 56,616 31,139 29,713 42,826 
Less: royalties (11,229) (14,242) (8,172) (6,157) (8,216) 
Revenue net of royalties 44,094 42,374 22,967 23,556 34,610 
Expenses 
Operating 6,867 5,926 5,428 5,959 6,472 
Interest 1,496 2,166 1,991 1,718 1,236 
General and administrative 3,673 2,934 2,870 2,347 (ils! 
Depletion and depreciation 16,409 12,401 6,682 48,227 46,827 
Site restoration 793 832 784 1,099 547 
Cash flow from operations 30,345 29,100 11,490 12,418 22,920 
per share - basic 1.76 1.67 0.65 0.73 1.52 
per share - diluted 1.73 neo Sa 0.64** 0.70 i235 
Net earnings (loss) 8,532 10,925 1,411 (23,143)- (15,803)* 
per share - basic 0.50 0.63 0.08 (1.36)* (1505)> 
per share - diluted 0.49 0:62"* 0.08**| anti-dilutive* anti-dilutive* 
Balance Sheet Information 
Net capital expenditures 32,707 29,547 11,059 20,444 66,865 
Long-term debt 27,763 27,200 22,342 26,135 16,595 
Working capital deficit 5,382 2,919 5,974 1,795 6,214 
Total assets 91,769 81,353 67,529 63,927* 82,763* 
Shareholders’ equity 46,614 38,275 28,661 2 OS 48,508* 
Common Share Information 
Shares outstanding at year-end 
Basic 17,162 17,196 A773 17,639 16,607 
Basic shares plus total options 18,649 18,824 19,443 19,044 18,172 
Weighted average common shares 
Basic 17,229 17,448 17,670 17,028 15,055 
Diluted 17,532 ly Joie ype 18,206 17,082 
Equity market capitalization (December 31 54.1 44.8 40.8 8720 70.6 
OPERATING 
Reserves: (thousands of equivalent barrels) 
Proven 8,669 8,865 8,920 10,019 6,709 
Probable 5,429 3,986 4,023 3,793 2i5 
Total 14,098 12,851 12,943 13 7dZ 7,924 
Established 11,384 10,858 10,931 11,916 SA, 
Production and Netbacks 
Average barrels of oil equivalent (boe) per day 4,589 4,263 3,522 4,441 4,852 
Exit rate (December average) boe 4,575 4,933 4,578 37/31 Bye 
Total barrels of oil equivalent (thousands) 1,675 1,560 1,285 1,621 ser aAl 
Net realized price ($ per boe) 33.03 36.28 24.22 18.33 24.18 
Operating costs ($ per boe) 4.10 3.80 4.22 3.68 3.65 
Operating netback ($ per boe) 22.23 23.35 13.64 10.85 15.89 
All-in cash netback ($ per boe) 18.13 18.64 8.94 7.66 12.94 
Land Holdings 
Total land (thousands of net acres) 231 175 189 215 189 
Undeveloped land (thousands of net acres) 202 151 166 195 168 
Drilling Activity 
Gross 51 46.0 24.0 26.0 77.0 
Net 32.5 35.6 22.0 19.9. 48.5 
Number of Employees 
Head office 26 25 25 26 32 
Field office 15 14 13 1M abil 


* 


** restated to the treasury stock method. 
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restated in accordance with the new accounting for income tax standard set by the Canadian Institute of Chartered Accountants. 
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